










Contents 





1 Financial Highlights 

2 Edward R. Telling: A Tribute 

4 Chairman’s Message to Shareholders 
6 Mission. Financial Goals and Strategies 
9 Consumer Services 
10 Sears Merchandise Group 

16 Sears World Trade, Inc. 

17 Financial Services 

18 Allstate Insurance Group 

22 Dean Witter Financial Services Group 
26 Coldwell Banker Real Estate Group 

30 Equal Opportunity Report 

31 Shareholder Investment Information 

32 Financial Information Table of Contents 
68 Directors and Officers 


The Business of Sears, Roebuck 
and Co., a New York corporation, 
originated from an enterprise 
established in 1886. The company 
is headquartered in Sears Tower, 
Chicago, Illinois. The principal 
businesses of the company arc: 




Consumer Services and World Trade 



SEARS 

WORLD 

TRADE 



Sears Merchandise Group, which 
consists of merchandising, credit 
and international operations. Mer¬ 
chandising distributes broad lines 
of merchandise and services in the 
United States. Credit initiates and 
maintains the customer credit ac¬ 
counts generated by merchandis¬ 
ing. International conducts retail 
merchandise and credit operations 
in Canada and Mexico. 


Sears World Trade, Inc., which 
conducts international sourcing 
and marketing activities in the 
areas of consumer, light industrial, 
agribusiness and forest products. 
In addition, services such as con¬ 
sulting, countertrade, trade finance 
and logistics management are 
marketed to support product 
trading. 



Allstate Insurance Group, which 
provides personal and business 
property and casualty insurance, 
and individual and group life and 
health products. Allstate is the 
nation’s second largest property 
and casualty insurer in premiums 
earned and ranks among the top 
30 of the more than 2,000 U.S. life 
insurance companies in premium 
income, based on industry data 
for the year 1984, the most recent 
available. 


Dean Witter Financial Services 
Group, which includes securities- 
related operations and consumer 
deposit and lending operations. 
The securities-relaled businesses 
engage in securities brokerage, 
principal trading, domestic and 
foreign investment banking and 
related services. The consumer 
deposit and lending businesses 
engage in savings and loan, con¬ 
sumer finance, mongage banking 
and related services. 


Coldwell Banker Real Estate 
Group, which performs commer¬ 
cial and residential real estate 
brokerage and related services, 
and develops, owns and manages 
real estate. Coldwell Banker is 
America’s largest full-service real 
estate company. 
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Sears, Roebuck and Co. 
Financial Highlights 


millions.excepi per common share data 

1985 

1984 

1983 

1982 

1981 

Revenues 

$40,715 

$38,828 

$35,883 

$30,020 

$27,357 

Net income 

1,303 

1,455 

1,342 

861 

650 

Common share dividends 

639 

631 

537 

476 

429 

Per common share 






Net income 

3.53 

4.01 

3.80 

2.46 

2.06 

Dividends 

1.76 

1.76 

1.52 

1.36 

1.36 

Investments 

19,528 

17,447 

15,434 

13,497 

12,229 

Total assets 

66,417 

57,073 

46,176 

36,541 

34,406 

Shareholders’ equity 

11,794 

10,911 

9,787 

8,812 

8,269 


Revenues 

(in billions of dollars) 


Net income 

(in billions of dollars) 


48 

36 

24 

12 

0 
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Edward R. Telling: A Tribute 


, After, thfrty'nirje years of dislingui shed s.er- 
vieev. Edward K. Telling retired as.Chair¬ 
man, and Chief Exeeut; ve (Jfficer of Sears, 
toebaek arid Co, oh December 31;. 1985. 

; M-E Telling began’.'his career with Sears. 
In-1946 as a trainee in his native Danyille, 
ildiftois, ; He served; as a store manager, 
zone and. group manager, Vice President- 
Eastern and Midwestern territories, Execu¬ 
tive Vice President,-and. SenidrYice 'Presi- 
denTField. Mr. Telling Was; elected; Chair¬ 
man: and Chief-Executive Officer, in 1978. 
He remains a di rector of the company and 
Chairman ofthe Trustees of the .Sayings 
and Profit Sharing Fund .of Sears Em- 
-ployees; - ... . 

During his eight, years as Chief Execu¬ 
tive Officer^ : M r; Tellirig directed Sears . 

. through, one of the most dynamic periods; 
in-the eompany’s 100-year history. He 
charted a new course to provide com 
siirfieirs with v a broader selection of 
products-and services and increased, 
opportunities to,invest in their economic 
future. The result was far-reaching changes 
for Sears, Roebuck and Co. 

Mr.. Telling developed a new corporate 
organizational structure tp focus on goals 
and Strategies that would broaden Sears. 
scope.and maximize both short- and long- 
term rates* of return : 

Further, under his strong leaderships 
several vital actions werC taken: 

• Sears . ITS,. Goyernmenf Money Market 
TrustEand' WaS.created■ a new iri vestment 
opportunity for consumers. 

* Sears real estate' operations were 
significantly' ex panded thro ugh the 
acquisition of -Caldwell, Banker & 
Corripany. 


• Sears financial service capabilities were 
broadened through the. Dean Witter 
Reynolds Organization Inc. acquisition. 

• The family bank concept was created .to 
better serye consumers’ financial -needs, 

• The Discoyer 'Card, d hew combination 
credit andEnancial services card, was 
introduced. 

These- new business di.mertsidns were 
natural-extensions' of Sears .Unique and, 
longstanding;rplationsh i p - with the. con¬ 
sumer. To allow easier consumer access to 
. thin ekpanded selectidn of products and 
serviees ; 'SearS. establi shed, the, Sears Fi nan- 
cial Network Centers'in', pur Merchandise 
Group retail stores, 

•Mr: Telling also fecoghiz'ed that, busi¬ 
ness in the futiirelwould bet afiected by 
world ‘‘socio-economic” patterns and that 
Sears had the essential; scope, knowledge 
andexperience to trade internationally. 

He established Sears; World Trade 1 , Inc, to 
extend Sears capabilities beyond'tradition-: 
al .marketing borders.. 

In his cententiiaf celebration speech, Mr. 
Telling said, “Some see change as trouble 
ahead,,.Butchange forces institutions to. 
constantly renew themselves:. It encour¬ 
ages: managers to. think -in terms of the ‘art. 
. of the. possible’-' rather.than hide behind the. 
‘security of the’ predictable/ For Sears, 
change should aiwaysybe .viewed as' 
another word for opportunity. ” 

Wei the people' of; Sears, Roebuck, and 
Co, , extend ou r appreciation. to Ed ward R . 
Telling fpr his generous, dedication to cor¬ 
porate progress and individual excellence. 
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Chairman’s 

Message to Shareholders 


Sears, Roebuck and Co. begins 
its new century committed to 
both its heritage and its future. 
During our first 100 years, we 
achieved growth and profit by 
keeping pace with the needs of 
American consumers. Adhering 
to that simple precept led to the 
further expansion of our con¬ 
sumer-based businesses in 1985. 

Financial Results 

In 1985. total revenues of the 
company’s business units rose 
to $40.72 billion, surpassing the 
$38.83 billion of 1984. 

Consolidated net income in 
1985 was $1.30 billion or $3.53 
per share. That compared with 
$1.45 billion or $4.01 per share 
the previous year. The 1984 re¬ 
sults included a gain of $28.4 
million from a debt-equity swap 
and a one-time Allstate tax 
credit of $60 million. 

Income from our merchan¬ 
dise and insurance groups 
declined in 1985. The Merchan¬ 
dise Group earned less in the 
most competitive retailing en¬ 
vironment in history; and 
abnormally severe storm losses 
resulted in lower income for 
Allstate’s insurance operations. 

Our financial services, real es¬ 
tate and world trade groups 
reported income improvements 
in 1985. Dean Witter reported 
earnings of $13.1 million, a 
strong improvement over the 
1984 loss of $32.7 million. The 
Group’s return to profitability 
occurred despite a substantial 
first year investment in the new 
Discover Card. Coldwell 
Banker’s income rose 13.6 per¬ 
cent to $86.1 million. Sears 
World Trade narrowed its losses 
to $ 10.5 million from $24.8 mil¬ 
lion in 1984. 

Extending the Franchise 

Our 1985 results strengthen 
Sears plan for consumer-based 


growth as it enters a new cen¬ 
tury. The foundation of the plan 
is Sears $26 billion merchandis¬ 
ing business. 

Allstate has also made a large 
contribution to the company’s 
history. The precedent it set 54 
years ago by offering consumers 
low cost insurance continues to 
be a driving force in the com¬ 
pany’s growth. The traditional 
strengths of our merchandise 
and insurance businesses have 
provided a solid base on which 
to expand Sears consumer 
financial services. 

The Sears Financial Network 
companies are each leaders in 
their respective industries. By 
combining their resources—and 
leveraging them through our 
vast consumer base—they are 
setting new standards for value 
and service. 

The most recent example of 
this synergy is the Discover Card. 
Though it will incur an after-tax 
loss exceeding $ 100 million in 
1986 due to its national in¬ 
troduction, we are confident 
that the Card will ultimately 
gain a large and profitable share 
of its market. 

As our financial services busi¬ 
ness matures, it will play an in¬ 
creasingly important role in our 
growth. In 1985, it accounted 
for more than a third of our to¬ 
tal revenue. 

Sears New Century 

Sears begins its second century 
dedicated to meeting the chang¬ 
ing needs of consumers with 
products of superior value. 
Management shares that com¬ 
mitment with more than 
460,000 Sears employees. 

Management has pledged to 
those employees equal oppor¬ 
tunities for employment and 
advancement. Sears leadership 
on these issues was recently 
recognized when a U.S. district 
court in Chicago concluded that 
a costly 12-year investigation 
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and lawsuit by the Equal Em¬ 
ployment Opportunity Com¬ 
mission had failed to prove a 
single discriminatory act on the 
company’s part. 

The decision was a gratifying 
affirmation of our belief that 
equal employment is not only 
the right social policy, but also 
sound business policy. 

Management Changes 

A number of significant man¬ 
agement changes have occurred: 
—After 39 years of outstanding 
service, Edward R. Telling re¬ 
tired from his post as chairman 
and chief executive officer of 
Sears, Roebuck and Co. Mr. 
Telling will remain a director of 
the company. 

—-Edward A. Brennan was elect¬ 
ed to succeed Mr. Telling and 
assumed his new duties on 
January 1, 1986. 

—Richard M. Jones was elected 
president of the company while 
retaining his position as chief 
financial officer. 

—Charles J. Ruder was elected 
vice president, corporate public 
affairs to replace Gene L. Har¬ 
mon, who retired. 

—Allan B. Stewart was elected 
vice president, corporate plan¬ 
ning to replace Robert E. Wood 
II who was elected chairman 
and chiefexecutive officer of the 
consumer banking division of 
Dean Witter Financial Services 
Group. 

—Arthur J. Hill was elected 
chairman and chief executive 
officer of Coldwell Banker Real 
Estate Group following the re¬ 
tirement of C. Wesley Poulson. 
—Albert V. Casey resigned as a 
director, and Warren L. Batts, 
president and chief operating 
officer of Dart & Kraft, Inc., was 
elected to the board of directors. 



the economy. Our current view 
is that interest rates will remain 
stable over the next 12 months 
and that inflation will be some¬ 
what below 1985 levels. The in¬ 
crease in the gross national 
product will be stimulated by 
healthy gains in disposable per¬ 
sonal income and consumer 
spending. These factors should 
favor our consumer-based strat¬ 
egy in the year ahead. 

(*■ 

Edward A. Brennan 
Chairman of the Board and 
Chief Executive Officer 

March 18, 1986 



Outlook 

We expect 1986 to produce 
another year of steady growth in 
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Mission, Financial Goals 
and Strategies 


Mission Statement 

Sears enters its second century 
determined to expand its posi¬ 
tion as a leading provider of 
goods and services to con¬ 
sumers. In doing so, the com¬ 
pany will engage in additional 
commercial activities which 
relate to its consumer busi¬ 
nesses. 

The commitment to growth 
is accompanied by an equal 
dedication to profitability. 

Thus, Sears vast human and 
financial resources will be di¬ 
rected to business opportunities 
that offer a superior return on 
investment. Likewise, Sears 
seeks to provide shareholders 
with a return on their invest¬ 
ment that compares favorably 
with its industry peers. 

At the core of the company’s 
relationship with its customers 
is a devotion to the highest 
levels of integrity. Sears not 
only recognizes that as its great¬ 
est strength, but is also firm in 
its conviction that the principles 
of fairness and honesty will be 
inherent in all of the company’s 
business decisions. 

Finally, Sears is a company of 
people. Their motivation and 
professionalism are the re¬ 
sources that make Sears what it 
is today. The company’s em¬ 
ployees, therefore, deserve a 
work experience which en¬ 
hances their quality of life. 


Financial Goals 

Sears will pursue business strat¬ 
egies that create opportunities 
to increase its rate of growth in 
net income. In each of its busi¬ 
ness segments, Sears seeks to 
achieve a return on assets and 
asset leverage levels which 
produce a return to shareholders 
commensurate with the business 
risks undertaken. 


Shareholders’ equity 

(in billions of dollars) 
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Sears dividend policy bal¬ 
ances opportunities for future 
income growth with a respon¬ 
sibility to share the rewards with 
shareholders through dividend 
payout and capital appreciation. 


Closing market price at year end 

(in dollars) 
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Sears will maintain a capital 
structure which provides an ap¬ 
propriate balance between lever¬ 
age and business risk. At the 
same time, Sears will insure that 
its capital structure is stable and 
cost-efficient and serves the best 
interests of the shareholders. In 
accomplishing these objectives, 
the company strives to maintain 
its superior credit ratings on 
commercial paper and long¬ 
term debt. Sears seeks to secure 
a balance between fixed and vari¬ 
able rate borrowings, to provide 
insulation from potentially vola¬ 
tile swings in the cost of funds. 

100 

75 
50 
25 
0 

81 82 83 84 85 


Fixed vs. variable rate debt 

(percentage) 




Chairman Edward A. 


□ Fixed □ Variable 
Strategies 

To extend Sears consumer fran¬ 
chise, the company’s five busi¬ 
ness units are jointly pursuing 
three basic strategies. Each strat¬ 
egy is responsive to current or 
developingtrendsintheconsum- 
er market. In addition, each is 
predicated on creating profitable 
growth by sharing resources and 
leveraging the company’s com¬ 
bined assets. 

• To answer greater competi¬ 
tion in its markets, Sears will 
compete by develo p ing differen¬ 
tiated goods and services of 
su p erior value. 

The implementation of this 
strategy is facilitated by the con¬ 
trol Sears exercises over the 
development and distribution 
of its products. 

Quality and innovation are 



Brennan and President 
Richard M. Jones 
(seated, left and right) 
are joined by the 
company’s group 
chairmen to formulate 
Sears strategies and 
goals. They are: 
(standing, left to right) 
William I. Bass, Sears 
Merchandise Group; 
Robert M. Gardiner, 
Dean Witter Financial 
Services Group; 
Donald F. Craib. Jr., 
Allstate Insurance 
Group; Frank C. 
Carlucci, Sears World 
Trade, Inc.; and 
Arthur J. Hill, 
Coldwell Banker Real 
Estate Group. 

7 




















w 



tools, Kenmore appliances, 
DieHard batteries, and our ce¬ 
lebrity apparel lines—all are 
available only at Sears. 

The company’s new products 
adhere to the same concept. The 
Discover Card, for example, is 
the first and only financial ser¬ 
vices card of its kind and it is 
available exclusively through 
Dean Witter. 

Product integrity is one part 
of the value equation. Cost is 
another. Because of its size. 
Sears enjoys significant cost 
efficiencies not easily matched 
by its competitors. By pursuing 
such savings, Sears gains addi¬ 
tional distinction. 

• To meet the needs of a market 
increasingly characterized by its 
value consciousness, Sears 
second strategy is to continue to 
be a low cost p roducer. 

As large individual business 
units—or as a family of com¬ 
panies—the economies of scale 
translate to increased value for 
Sears customers and greater 
profits for the company. 

Further, the unique interrela¬ 
tionship of the Sears companies 
is a source of even more econ¬ 
omy. Through a vertical integra¬ 
tion of its business functions, 
Sears profits from multiple use 
of its delivery systems. The new 
residential mortgage chain is an 
example. Coldwell Banker will 
originate housing loans; then 
Dean Witter will package and 
market them as investments to 
individuals and institutions 
alike. 

This form of integration en¬ 
hances the value of Sears 
products. It also provides new 
opportunities to market the 
company’s wide variety of 
products and services to its 
middle-market customers. 

• The third strategy for Sears 
growth in a convenience and 
service-oriented society is effec¬ 
tive marketing. 


Sears tremendous customer 
base is the strategic focus of its 
marketing effort. The aim is to 
expand the relationship the 
company has with its customer 
base by communicating that 
Sears can meet its needs. 

Through greater precision in 
its marketing, Sears is in a 
position to strengthen its fran¬ 
chise with the American con¬ 
sumer. The breadth of the 
company’s merchandise has 
never been greater. New, vivid 
concepts in product delivery 
send that message each time a 
customer shops in a Sears store. 

Sears financial companies 
bring the services of the invest¬ 
ment community to the middle 
market. In so doing, Sears 
answers long-ignored consumer 
demands for ways to secure 
their financial future. 

Sears broad range of products 
makes target marketing attrac¬ 
tive and profitable. For exam¬ 
ple, Americans 55 years and 
over have become beneficiaries 
of Sears financial services. In 
addition, through Allstate’s 
small town program, the Mer¬ 
chandise Group’s small store 
strategy and Coldwell Banker’s 
affiliates program, consumers in 
smaller geographic areas can 
avail themselves of Sears 
products and services. 

Commitment 

Sears commitment to the future 
through productivity, tech¬ 
nology and profitability is a key 
factor as it enters a new century. 
That, and the combined re¬ 
sources of today’s Sears, form 
the basis for the company’s on¬ 
going ability to meet the chang¬ 
ing needs of a changing America. 
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Consumer Services 


Sears ability to 
innovate and grow, 
to constantly locus 
on its customers 
and respond to their 
changing wants and 
needs, is essential to 
the company's future 
success. 
I he Merchandise 
C iroup has responded 
with new store con¬ 
figurations, such as the 
Store of the Future, 
new small stores and 
specialty stores with a 
variable merchandise mix 
geared to individual 
markets. 

Sears World Trade. Inc. 
leverages Sears tradi¬ 
tional strengths and 
broadens and 
extends Sears com¬ 
mitment to the 
customer worldwide. 
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erchandise Group 


An enduring commitment to 
serving the customer has been 
the haJImark of the Sears Mer¬ 
chandise Group throughout its 
first century. A rich heritage and 
an unparalleled franchise with 
consumers is the foundation for 
the next century of progress. 

During its centennial year, 
Sears has rededicated its efforts 
to anticipating and satisfying 
customer needs in an increas¬ 
ingly competitive and ever- 
changing retail environment. 



Enduring Principles 

Renewed emphasis has been 
placed on five business princi¬ 
ples that have guided Sears 
throughout its history: 

• The consumer is the pri¬ 
mary focus of Sears business. 

• Sears business is directed 
toward serving the marketplace 
by fulfilling and responding to 
changing consumer patterns and 
needs. 

• A high standard of personal 
business ethics will be main¬ 
tained in dealings with custom¬ 
ers, suppliers and employees. 

• Sears accepts its respon¬ 
sibility to create an environ¬ 
ment in which employees can 
maximize their potential and 
contribution to the company’s 
success; to recognize each one’s 
importance to Sears success; 


and to provide employees with 
a meaningful share in that 
success. 

• Sears, as a responsible 
member of the business com¬ 
munity, will play a meaningful 
role in the economic and social 
health of the communities in 
which the company operates. 

Strategies 

Merchandise Group objectives 
call for broadening the Sears 
customer base and increasing 
shopping frequency. 

Primary strategies include 
development of innovative 
products and services, enhance¬ 
ment of the shopping experi¬ 
ence, and expansion into small 
markets. 

Products for a New Century 
Quality products that offer meas¬ 
urable value at competitive 
prices are key to the Sears 
growth strategy. 

More than 150 new and im¬ 
proved products have been 
developed as a result of Sears 
emphasis on product 
innovation. 

The results range from solid 
emulsion paint that turns to 
liquid on contact with a brush 
to DieHard Incredicell batteries 
that power boats, recreational 
vehicles or motorcycles; from 
the new “Stefanie” line of career 
apparel to the popularly priced 
Living Home furniture collec¬ 
tion; from voice-activated auto¬ 
mobile speed control to state-of- 
the-art electronically controlled 
appliances. 
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A distinctive array of 
quality products, from 
the latest video cam¬ 
corder to apparel for 
the entire family, is 
key to Sears growth 
strategy. 

Behind the mer¬ 
chandise is a profes¬ 
sional buying organi¬ 
zation committed to 
providing value in 
products offered to 
Sears customers. 




These products position Sears 
on the leading edge of retailing 
and provide momentum for the 
coming years as Sears focuses its 
resources on the continuing 
development of sought-after 
products. 

The Place to Shop 

The Store of the Future, a pro¬ 
gram aimed at enhancing the 
shopping experience, is integral 
to the Sears objective of increas¬ 
ing shopping frequency. 

At the end of 1985, the second 
full year of the program, 206 
stores were operating in theStore 
of the Future format. In 1986, 
72 stores will be remodeled and 
seven new stores opened. By the 
end of the year, most of Sears 
largest and highest-volume units 
will be Stores of the Future. 

The program continues to 
achieve impressive results. Sales 
and gross margins in these stores 
show marked improvement due 
to an increasing shift in the 
balance of sale to apparel and 
home fashions merchandise 
lines. 

Also, research has shown that 
the Sears image is significantly 
enhanced in Store of the Future 
markets compared to those 
where stores have not been 
remerchandised. 

The Store of the Future for¬ 
mat continues its evolvement as 


new display, signage and mer¬ 
chandising concepts are 
developed in response to chang¬ 
ing consumer preferences. The 
importance of the program to 
improved sales and profitability 
will become more apparent as 
additional stores are completed. 

Expansion into Small Markets 

To expand availability of Sears 
products to hundreds of com¬ 
munities where the company 
had been absent or underrepre¬ 
sented, Sears has launched a 
program to increase its presence 
in markets with populations of 
fewer than 100,000. 

Two smaller scale retail units 
have been designed to carry a 
merchandise mix tailored to 
specific market needs and pref¬ 
erences. More than 350 com¬ 
munities across the country 
could qualify as sites for these 
customized retail stores, offering 
significant expansion opportuni¬ 
ties for Sears. 

In communities of under 
50,000 population, stores carry 
a broad selection of Sears hard 
lines and electronics, and in¬ 
clude a catalog order desk. Con¬ 
sumer response to the four 
prototype units opened during 
1985 has been strong, and 50 
additional units are planned for 
the coming year. 

A larger store, adding apparel 
and home fashions to the hard- 
lines merchandise mix, was test¬ 
ed during 1985. Targeted for 
markets with populations 
between 50,000 and 100,000, 


Eye-appealing dis¬ 
plays, contemporary 
merchandise, service 
and shopping conven¬ 
ience make the Store 
of the Future a cus¬ 
tomer favorite. Sears 
has recognized the 
ever-changing needs 
of its customer base 
and responded to 
those needs with in¬ 
novative solutions. 
On-going training 
helps store staffs ful¬ 
fill Sears commit¬ 
ment to “satisfaction 
guaranteed.” 

Celebrating one 
hundred years of mail 
order shopping, the 
Sears catalog is Amer¬ 
ica’s only complete 
“department store in 
a book.” In its centen¬ 
nial year, Sears pays 
tribute to American 
communities celebrat¬ 
ing historic anniver¬ 
saries of their own. 
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ten similar units of this size are 
scheduled to open during 1986. 

Strategic expansion into 
smaller markets, accomplished 
without incremental adminis¬ 
trative overhead, is expected to 
have a positive impact on the 
company’s sales and profits in 
the coming years. 

Specialty Store Growth 

Specialty stores continue to be 
an attractive opportunity for 
growth. At the end of 1985, 11 
Paint and Hardware “neighbor¬ 
hood” convenience stores were 
in operation, offering Sears 
product lines aimed at the grow¬ 
ing do-it-yourself market. 

Fifty additional Paint and 
Hardware units are expected to 
open in 1986, clustered in six 
areas to capitalize on man¬ 
agement and cost efficiencies. 

A nationwide network of 105 


Sears Merchandise Group 
Channels of Distribution 

Year End 
1985 

Retail Stores 

799 

Full-line 

390 

Medium-size 

355 

Hard-line 

54 


Business Systems Centers has 
established Sears in the growing 
electronic business equipment 
industry. Sears is positioned to 
take advantage of future oppor¬ 
tunities as market conditions 
stabilize in this rapidly changing 
segment. 

Replenishment and Distribution 

Beginning in 1986, Sears will in¬ 
stitute improved replenishment 
and distribution systems aimed 
at providing better customer 
service in a more cost-efficient 
manner. 

New information systems and 
ordering procedures have been 
designed to speed merchandise 
from warehouse to stockroom to 
sales floor, reducing distribution 
costs and improving return on 
inventory investment. These 
systems offer the potential for 
significant short- and long-term 
cost reduction. 



Catalog Sales Locations 2,361 

Sales offices 

(company operated) 675 

Sales merchants 

(independently operated) 1,439 

Sales agents 

(independently operated) 247 


Specialty Stores 226 

Surplus Stores 110 

Business Systems Centers 105 

Paint and Hardware 11 




Other 

160 

Appliance Stores 

84 

Retail Outlet Stores 

41 

Commercial Sales Centers 

35 
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There are more stores 
in the future for 
hundreds of commu¬ 
nities as Sears ex¬ 
pands its presence in 
small- to medium¬ 
sized markets across 
the country. Shoppers 
in La Grange, Georgia 
find a wide selection 
of merchandise, in¬ 
cluding such famous 
brands as Easy Living 
paints, Craftsman 
tools and Kenmore 
appliances. Sears 
ability to innovate 
through merchandise 
mix, customer service 
and site selection, is 
essential to the com¬ 
pany’s future success. 
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Sears World Trade, Inc. 


During 1985, a pivotal year for 
Sears World Trade, Inc., prog¬ 
ress was made toward building 
an international marketing and 
product distribution network. 
The company also solidified its 
consumer product base and en¬ 
tered the light industrial and 
agribusiness product segments, 
two areas offering expansion op¬ 
portunities for the future. 

Expanding Distribution 

A key component of Sears 
World Trade’s expanded abili¬ 
ties is its relationship with 
Hagemeyer N.V., an 85-year- 
old general trading company 
headquartered in the Nether¬ 
lands. Certain portions of 
Hagemeyer were acquired in 
early 1986, a critical step 
in providing Sears World 
Trade with a strong base on 
which to grow. 

Hagemeyer is an excellent 
strategic fit. It distributes a wide 
range of high-quality consumer 
products and has established 
long-term trading relationships 
for a large number of interna¬ 
tionally known brands. Most 
important, Hagemeyer provides 
an extensive marketing and dis¬ 
tribution network, covering 26 
countries across all major geo¬ 


graphic regions. 

Linking Hagemeyer’s market¬ 
ing and distribution network 
with Sears World Trade’s 
product development capabili¬ 
ties will create a physical pres¬ 
ence through which additional 
products can flow. It also will 
provide an established client 
base for growing new agency 
relationships and a means to 
achieve economies of scale in in¬ 
ternational product sourcing. 


With a consumer 
product base in place, 
Sears World Trade, 
Inc. entered the light 
industrial and agri¬ 
business product seg¬ 
ments. To support fu¬ 
ture growth in each 
product segment, 
Sears World Trade 
offers trade-related 



services such as con¬ 
sulting, countertrade, 
trade finance and 
logistics management. 


Toward the Future 

Sears World Trade will continue 
its three-pronged strategic plan 
initiated in 1985: to identify and 
prioritize target geographic and 
product markets, build distribu¬ 


tion capability in these markets, 
and develop branded product 
lines and trade services that 
strengthen trading relationships 
and increase profitability. 


Sears World Trade 
Channels of Distribution 


Product Segment 

Marketing 

Sourcing 


Consumer 

North America 

North America 



Far East 




Caribbean Basin 



Light Industrial North America Far East 

South America 



Agribusiness 


Forest 


North America 


Europe 

North America 


Europe 
Far East 
Southeast Asia 


North America 
Europe 

Southeast Asia 
South America 
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Financial Services 


Sears strategy for 
future expansion into 
financial services is 
implemented through 
the Sears Financial 
Network. 

Sears insurance, 
financial services and 
real estate groups work 
together to reach new 
market segments and pro¬ 
vide better service 
to existing customers. 
Allstate, Dean Witter 
and Coldwell Banker 
will continue to focus on 
expanding market 
share by identifying 
and serving market seg¬ 
ments where strengths 
will provide com¬ 
petitive advantages. 




Allstate Insurance Group 


For the Allstate Insurance 
Group, 1985 was another year of 
steady growth and solid profit. 
These results were achieved de¬ 
spite record industry losses from 
natural disasters, which con¬ 
tributed to one of the most 
difficult operating environments 
in insurance history. 

Total revenues for the 
Allstate Group reached a record 
$10.4 billion. Sales of new pol¬ 
icies were at an all-time high 
for the personal and commercial 
property and casualty business, 
and the life business. 

A new five-year strategic plan 
has set aggressive growth and 
profit goals. Key strategies 
include expanding the number 
of Allstate agents and other 
distribution systems, improving 
efficiencies through new tech¬ 
nologies, pursuing new market 
segments and focusing on op¬ 
portunities presented by the 
Sears family of companies. 

More Agents in More Locations 

To increase sales of automobile, 
homeowners and other personal 
insurance products, the personal 
property and casualty organiza¬ 
tion is expanding its agency 
force as well as the number of 
sales offices. 



The year-and-a-half-old 
Neighborhood Office Agent 
program has greatly increased 
Allstate’s market reach. More 
than 18 percent of all full-time 
agents have joined the program, 
covering many areas not previ¬ 
ously serviced by Allstate sales 
locations. 

Capitalizing on opportunities 
created by new Sears Financial 
Network Growth Teams, 
Allstate agents also reached 
more Coldwell Banker home 
buyers and Dean Witter inves¬ 
tors during 1985. 

To further improve produc¬ 
tivity, the new ALSTAR com¬ 
puter system was introduced 
in 1985. ALSTAR improves 
agents’ efficiency by quoting 
rates for Allstate’s numerous 
products with the touch of a few 
buttons and by writing person¬ 
alized letters to hundreds of 
prospects in minutes. 

Enhancements to existing 
computer technology also enable 
Allstate to provide superior 
claim service, particularly in the 
wake of natural disasters. Armed 
with computer printouts of cus¬ 
tomer coverages, Allstate catas¬ 
trophe teams of claim adjusters 
from across the country have 
earned a reputation for being 
among the first in damaged 
areas to help restore property 
and rebuild lives. 

The second-largest property 
and casualty insurer in America, 
Allstate has positioned itself to 
gain in personal-lines market 
share over the next few years 
and to join Sears in entering a 
new century of progress. 

More Distribution Channels 

With a variety of distribution 
systems in place, Allstate Life 
surpassed its 1984 sales record, 
posting one of its highest growth 
rates in recent history. 
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No matter what their 
insurance needs— 
automobile, home- 
owners or life insur¬ 
ance—customers in 
Sears stores and in 
neighborhood offices 
across America find 
Allstate the answer. 
By stayingclose to the 
consumer through 
friendly agent service 
and frequent cus¬ 
tomer contact, All¬ 
state can respond 
quickly to consumers’ 
changing insurance 
needs. 




Employee agents, direct- 
response marketing programs, 
group sales offices, and indepen¬ 
dent.agencies and brokers sell 
Allstate Life’s personal and 
group life and health products, 
as well as its annuities. Agents 
from subsidiary life companies, 
Surety Life and Lincoln Benefit 
Life, also contribute to the com¬ 
pany’s rapidly growing sales 
volume. 

During 1985, Allstate and 
Dean Witter expanded their an¬ 
nuity product line with the in¬ 
troduction of a single premium 
deferred annuity. The sale of 
group pension products, which 
began in January 1985, also was 
a key factor in Allstate Life’s 
record-breaking year. 

Group life and health 
products, along with the new 
investment-related personal life 
products, are expected to push 
Allstate Life into the top 20 
domestic life companies, based 


on premium income, within the 
next few years. 

A Better Market 

Several years of intense rate 
competition finally have given 
way to more realistic rate levels 
and market stability in the com¬ 
mercial insurance industry. 
While capacity constraints limit 
the growth of many insurers, 
Allstate’s commercial organiza¬ 
tion is well-positioned to con¬ 
tinue its active growth pattern. 

A New Look 

A new advertising approach 
celebrates the people behind the 
scenes who have made Allstate 
one of the best-known insurance 
companies in America. The 
1986 campaign, “Leave it to 
The Good Hands People,” as¬ 
sures the millions of Americans 
who will read, hear or watch an 
Allstate advertisement that All¬ 
state is a company of people 
who place the customer first. 


Allstate 

Channels of Distribution 
Sears Locations 

All lines of insurance are sold in 
both Sears Financial Network 
Centers and traditional Sears 
stores. 


Neighborhood Offices and 
Other Locations 

Allstate agents are also based in 
a wide variety of locations from 
local neighborhoods to office 
complexes. 


Independent Agencies and Brokers 

Allstate’s products are sold by 
independent agencies and 
brokers throughout the United 
States. 


Direct Marketing Center 

Through direct mail and 
telemarketing, more than 400 
million solicitations were made 
for a variety of insurance and 
consumer finance products. 


Year End 
1985 


1,130 


3,630 




2,770 




20 





















Guess who wrote a 
symphony? The same 
company that keeps 
the bread covered for 
a regional bakery. 
Whether it’s a one- 
person business or a 
hundred-piece sym¬ 
phony, Allstate has 
the right group life 
and health policy. If 
it’s commercial insur¬ 
ance that’s required, 
Allstate offers a wide 
range of products for 
businesses of all sizes. 
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Dean Witter Financial Services Group 




features will be an important 
means of collecting client assets, 
providing the potential to con¬ 
vert a significant number of 


moreaffluent individuals to full- 
scale investors. In this way, the 
Discover Card will play an es¬ 
sential role in further establish¬ 
ing Dean Witter as a major force 
in the financial services industry. 

New Home Mortgage System 
Dean Witter is integrating the 
capabilities of its Consumer 
Banking and Capital Markets 
divisions with Coldwell 
Banker’s residential brokerage 
operations to form a stream¬ 
lined residential mortgage lend¬ 
ing chain. The firm seeks to cap¬ 
ture a growing percentage of 
mortgages for existing home 
sales which Coldwell Banker 
originates. Dean Witter’s ability 
to package, service and sell 
these mortgages should help it 
achieve this goal. 

Performance Review 

A priority for the traditional 
securities business is expansion 
of the retail customer base, es¬ 
sential for long-term profitabil¬ 
ity. Focusing on asset acquisi¬ 
tion and retention, Dean Witter 
is building on its record for 
creating quality products that 
effectively serve client interests. 


During 1985, the Dean Witter 
Financial Services Group ex¬ 
panded its activities in both the 
traditional securities-related 
business and consumer banking. 

Dean Witter has made sub¬ 
stantial progress toward 
broadening its potential client 
base by creating products, ser¬ 
vices and distribution systems 
that serve both consumer and 
institutional clients more 
effectively. 


Discover Card: 

More Than a Credit Card 

One significant step is the new 
Discover Card, introduced to 
consumers nationally in 
January 1986, following strong 
results in pilot markets. The 
industry’s first true financial 
services card, the Discover Card 
will draw upon the combined 
resources of the Sears Financial 
Network. As it matures, the 
Discover Card is expected to 
provide a wide variety of 
banking, brokerage, insurance 
and real estate services in 
addition to traditional credit 
card features. 

For the consumer, the 
Discover Card offers the unique 
opportunity to link spending, 
saving and investment func¬ 
tions. For Dean Witter, the 
Card’s deposit-taking 



Designed to meet the 
needs of today’s con¬ 
sumer, the Discover 
Card provides all 
traditional credit card 
features. In addition, 
as the Card matures, 
it is expected to offer a 
wide variety of finan¬ 
cial services. 
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A leader in mutual fund sales, 
Dean Witter’s total fund assets 
under management rose approx¬ 
imately 75 percent to nearly 
$22 billion by year-end. 

The firm also expects to 
maintain its strong position in 
tax-advantaged investments, 
unit trusts and individual 
retirement accounts. IRAs are a 
major vehicle for the gathering 
and retention of client assets. 
Dean Witter manages nearly $6 
billion in assets from more than 
half a million IRA accounts. 

Dean Witter has seen dra¬ 
matic increases in its sales of 
annuities developed in coopera¬ 
tion with Allstate. Sales of this 
expanded line of investment- 
oriented products reached 
$ 138 million in 1985, more than 
double 1984 sales. 

Dean Witter’s capital markets 
business continues to build on 
its retail and institutional dis¬ 
tribution capabilities. Gains 
were achieved in nearly every' 
area during 1985. Central to 
continued success is the ability 
to significantly increase market 
share of both debt and equity 
underwritings. An example is 

Dean Witter 

Channels of Distribution 

Sears Financial Network Centers 

More than one-third of all new 
retail accounts have been opened 
through the centers. 


Dean Witter’s leadership in 
managing master limited part¬ 
nerships. The firm provides 
both financing for corporate 
clients and investment oppor¬ 
tunities for individuals. 



Year End 
1985 


308 


Changing Environment 

Dean Witter’s plans for 1986 
recognize that the financial ser¬ 
vices industry is undergoing 
permanent, irrevocable change. 
The competition for control of 
client assets no longer is limited 
to other brokerage firms, but 
now includes banks and insur¬ 
ance companies. Dean Witter 
has a unique position of strength 
through its participation in the 
Sears Financial Network and, as 
the industry evolves, fully expects 
to emerge a leader. 



Regular Branch Offices 

Dean Witter brokerage offices 
service more than 1.7 million in¬ 
dividual and institutional clients. 


375 



Institutional Equity and Fixed 40 

Income Sales/Trading Locations 
Dean Witter’s regional office 
network services its corporate 
and government clients. 



Discover Card 5 states 

Following exceptional results in 
five pilot markets during 1985, 
the Discover Card was intro¬ 
duced nationally in January 1986. 
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Today’s investors 
are faced with unprec¬ 
edented complexity in 
making financial deci¬ 
sions. Dean Witter 
assists clients to de¬ 
fine their objectives 
and select the most 
appropriate invest¬ 
ment vehicles for 
their needs. 



Coldwell Banker Real Estate Group 


The Coldwell Banker Real Es¬ 
tate Group has laid the ground¬ 
work to implement its new five- 
year strategic plan. These efforts 
include completion of a com¬ 
prehensive national network for 
real estate services which meets 
the needs of consumers, corpo¬ 
rations and institutions. In ad¬ 
dition, ambitious goals have 
been set for revenues, earnings, 
market share, services and new 
development projects. 

Residential Group 

The Residential Group contin¬ 
ued its expansion of brokerage 
and real estate related services. 
The group moved forward in its 
plan to become a major resi¬ 
dential mortgage originator for 
consumers who buy their homes 
through Coldwell Banker. 

A new service, Mortgage One, 
was tested in 1985 and will be 
extended to additional markets 
during 1986. Mortgage One is a 
nationwide information net¬ 
work, providing a computerized 
review of available mortgage 
options, including those from 
local, national and Sears mort¬ 
gage system sources. Sears sys¬ 
tem mortgages, once funded, are 
provided to Dean Witter for 
packaging, servicing and possi¬ 
ble sale to investors. The goal is 
to position the Sears mortgage 


system as the largest and most 
cost-effective residential mort¬ 
gage provider in the United 
States. 

The total number of resale 
homes sold in the U.S. in¬ 
creased 12 percent during 1985, 
to approximately 3.2 million. 
Coldwell Banker Residential 
Group’s share of this market 
grew to 7.5 percent, versus six 
percent in 1984, and its objec¬ 
tive is to reach 9.8 percent in 
1986. 

Commercial Group 

The Commercial Group 
strengthened its market pres¬ 
ence, opening eight offices in 
new or existing markets during 
1985. An additional ten are 
planned for 1986, including 
entry into four new markets, 
continuing the group’s national 
expansion program. 

Commercial Real Estate Ser¬ 
vices, the group’s brokerage 
arm, handled sale and lease 
transactions totaling more than 
$15.4 billion, a nine percent in¬ 
crease over 1984. 

Commercial loan originations 
by the group’s Real Estate 
Finance Services totaled approx¬ 
imately $1.6 billion during 
1985, the third consecutive year 
the unit placed more than 
$1 billion in loans. 



Homart Development Co, 

During 1985, Homart completed 
and opened three major regional 
shopping center projects and 
four office buildings. 

Homart’s growth plan 
remains focused on increasing 
market share in its core busi¬ 
ness, shopping mall develop¬ 
ment. Its second strategy is to 
gradually increase the develop¬ 
ment pace of office buildings in 
locations within established 
suburban submarkets of major 
metropolitan areas. Homart 
plans to maintain its criteria of 
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Mortgage One, a com¬ 
puterized mortgage 
information network, 
expedites home 
financing for Coldwell 
Banker customers. 
This unique system 
allows home buyers to 
review mortgage op¬ 
tions and determine 
the amount of mort¬ 
gage they can afford, 
prior to the home 
search. Once the right 
home is found, the 
loan application can 
be processed quickly 
and easily through 
their Coldwell Banker 
office. 


I 











locating buildings in areas with 
proven absorption rates, as well 
as a significant existing office 


Outlook 

Coldwell Banker’s three busi¬ 
ness groups will emphasize ex¬ 
pansion into new markets and 
services during 1986. 

The Residential Group an¬ 
ticipates a net addition of more 
than 350 brokerage offices dur¬ 
ing the year through acquisition, 
expansion and its affiliates pro¬ 
gram. As the next step toward 
achieving a 20 percent market 
share by 1990, Coldwell 


Coldwell Banker Year End 

Channels of Distribution 1985 

Residential Real Estate Offices 1,544 

Residential real estate services 
are offered nationwide. 

Company-owned offices 546 

(includes ancillary offices) 

Affiliate offices 769 

Sears Financial Network Centers 229 


Commercial Real Estate Offices 179 

(includes ancillary offices) 


A complete range of commercial 
services is provided in most 
major metropolitan areas. 


Homart Properties 38 

(completed or in progress) 

Shopping centers 24 

Office buildings 9 

Multi-use projects 5 


Banker’s objective is to increase 
its share of U.S. home resales by 
approximately two percentage 
points in 1986, through growth 
and special programs designed 
to increase productivity and 
customer satisfaction. Its pro¬ 
gram for high-volume mortgage 
origination will be accelerated. 

The Commercial Group is ex¬ 
ploring future growth opportu¬ 
nities, including expansion into 
second-tier and international 
markets and development of 
new services related to existing 
businesses. In addition, the 
group’s Capital Management 
Services expects to increase as¬ 
sets under its management, par¬ 
ticularly real estate funds, to 
achieve its revenue growth and 
profitability goals. 

Homart expects to open six 
office buildings during 1986. 
Plans call for starting at least ten 
major income-producing 
properties during the year. 
Homart also will take advantage 
of opportunities to enhance the 
value of its present malls 
through expansion, an area 
which has already produced 
incremental profits. 




Preston Park South, 
Homart’s 117-acre 
multi-use develop¬ 
ment under construc¬ 
tion in Plano, Texas, 
will offer 3.1 million 
square feet of phased 
office and retail space. 
One Preston Park 
South, a 200,000- 
square-f’oot office 
building, opened in 
July 1985, and was 78 
percent leased by 
year-end. 

Homart will enter 
the Southern Califor¬ 
nia office building 
market in mid-1986 
with the Wilshire 
Landmark (left photo), 
a 350,000-square-foot 
office tower, the firm’s 
flagship building in 
the Los Angeles area. 
The project is a team 
effort between devel¬ 
oper Homart and 
Coldwell Banker’s 
Commercial Group, 
the marketing and 
leasing agent for 
Wilshire Landmark. 
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Equal Opportunity Report 


The commitment on the part of 
every Sears manager to deal 
fairly with employees and sup¬ 
pliers produced positive results 
in 1985. 

Minorities and Women 
Economic Development 

Thousands of corporations 
throughout the nation supply 
Sears with the goods and ser¬ 
vices it needs. Sears is working 
to enlarge this network with 
particular attention to business¬ 
es owned by minorities and 
women. In 1985, purchases 
from such firms increased by 
7.8 percent, to a total of 
$141,726,878. 


Goods & Services 

19S5 

1984 

Minority- 


owned* $ 63,915,670 

$ 51,206,192 

Women- 


owned** 77,811,208 

80,298,991 

Total $141,726,878 

$131,505,183 

'Includes men and women 
“Non-minoriiy women only 


Tower Ventures, Inc. 

Through its wholly owned 
company, Tower Ventures, 

Inc. (TVI), Sears is a source of 
investment capital for the 
growth of small business enter¬ 
prises owned by minorities and 
women. 

Since 1975, TVI has funded a 
variety of companies owned by 
citizens who, because of social 
and/or economic disadvantage, 
might not be able to participate 
as fully in the free enterprise 
system. 

Sears Merchandise Group 
Employment 

On January 31, 1986, the long¬ 
standing case of EEOC vs. Sears 
was resolved by a federal court 
decision in favor of Sears on all 
claims at issue. 

Our commitment to the prin¬ 
ciple that our business will be 
most successful if women and 
minorities fully participate in it 
is reflected in the chart below. 


Employment at Sears 

Percentage of Female and Minority Employees in Each EEOC Job Category 
(Categories as defined by Equal Employment Opportunity Commission) 


American Employees 
Asian/ Indian/ in each job 
Hispanic Pacific Alaskan category (in 


Job Categories 

Female % 

Black % 

% 


Islander % 

Native % 

thousands) 

As of year end 

'84 

’85 

'84 

'85 

’84 

’85 

’84 

’85 

’84 

’85 

’84 

'85 

Officials and Managers 

35.6 

38.5 

6.8 

7.0 

3.0 

3.2 

.5 

.6 

.4 

.4 

30.0 

29.0 

Professionals 

53.4 

53.7 

10.3 

11.2 

3.3 

3.9 

2.6 

2.7 

.1 

.3 

1.8 

1.8 

Technicians 

55.1 

55.4 

20.1 

20.8 

5.6 

6.6 

2.2 

1.8 

.6 

1.3 

2.2 

2.3 

Sales Workers 

63.7 

63.8 

16.7 

17.6 

5.6 

5.7 

1.3 

1.5 

.4 

.4 

122.1 

124.2 

Office and Clerical 

84.0 

84.0 

17.6 

18.2 

6.2 

6.3 

1.6 

1.7 

.4 

.4 

78.2 

80.4 

Craft Workers 

8.1 

8.0 

11.1 

11.2 

6.4 

6.6 

1.7 

1.7 

.5 

.5 

27.8 

27.6 

Operatives 

12.3 

10.8 

24.0 

24.9 

8.6 

9.1 

1.4 

1.7 

.4 

.5 

10.9 

10.4 

Laborers 

35.0 

34.5 

29.4 

29.9 

8.2 

8.4 

1.1 

1.1 

.5 

.5 

46.3 

45.3 

Service Workers 

33.1 

32.2 

24.7 

24.3 

7.2 

7.6 

1.4 

1.4 

.5 

.5 

o° 

G/> 

8.2 

Total All Categories 

54.6 

55.2 

17.8 

18.4 

6.1 

6.2 

1.3 

1.5 

.4 

.4 

327.8 

329.2 
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Shareholder Investment Information 


Common Stock Market Information (Unaudited) 

First 

Second 

Third 

Fourth 



Quarter 

Quarter 

Quarter 

Quarter 

Year 

Market price 






per share 1985 1984 

1985 1984 

1985 1984 

1985 1984 

1985 

1984 

High 36% 40% 

39% 34% 

38% 37% 

41% 35% 

41% 

407h 

Low 30% 31 5 /» 

32% 29% 

32% 29 7 /« 

31 % 297» 

307» 

29% 

Closing 34% 33% 

38% 31 % 

327s 34% 

39 3174 

39 

3174 

Common Shareholders 






as of Nov. 29, 1985 record date for the January 1986 dividend were as follows: 



Number of 

Number 

Average per 

Percent of 

Type of shareholder 

shareholders 

of shares 

shareholder 

total shares 

Individuals: Women 

132,280 

43,697,768 

330 


12.0 

Men 

98,146 

38,883,602 

396 


10.7 

Joint tenants 

62,672 

18,301,817 

292 


5.0 

Bank nominees 

793 

27,846,095 

35,115 


7.7 

Investment organizations 

29,656 

11,774,840 

397 


3.2 

Brokers 

67 

154,505,704 

2,306,055 


42.5 

Corporations and firms 

1,715 

5,099,657 

2,974 


1.4 

Other 

871 

716,301 

822 


.2 

Employees’ Profit Sharing Fund 

1 

63,009,658 

— 


17.3 

Total 

326,201 

363,835,442 



100.0 


Dividends per common share 

(in dollars) 

2.00 ——_ 



▲ ▲ ▲ ▲ ▲ 

81 82 83 84 85 


Shareholders’ equity 

(in billions of dollars) 

12 
9 
6 
3 
0 

A A A A A 

81 82 83 84 85 



Dividend payout percent 

80 
60 
40 
20 
0 

A A A A A 

81 82 83 84 85 



Stock exchange listings 
Ticker symbol-S 
New York 
Midwest, Chicago 
Pacific, San Francisco 
London, England 
Switzerland: Basel, Geneva, 
Lausanne, Zurich 
Amsterdam, The Netherlands 
Tokyo, Japan 
Paris, France 

Frankfurt/Main, Germany 

Dividends on common shares 
The payment of future divi¬ 
dends to shareholders is depen¬ 
dent on business conditions, in¬ 
come, the cash requirements of 
the company and other factors 
(see note 9, page 45). The Fi¬ 
nance Committee reviews these 
factors and recommends 
changes to the Board of Direc¬ 
tors. The Board determines 
dividends per share of common 
stock which are consistent with 
earnings and the financial con¬ 
dition of the company. Cash 
dividends have been paid on 
common shares in every year 
since 1934. During the past 10 
fiscal years, Sears, Roebuck and 
Co. annual dividend payments 
have ranged from 36.7 percent 
to 70.5 percent of net income. 
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Sears, Roebuck and Co. 

Five-Year Summary of Consolidated Financial Data 


$ millions, except per common share data 


Operating results 

1985 

1984 

1983 

1982 

1981 

Revenues 

$ 40,715 

$ 38,828 

$ 35,883 

$ 30,020 

$ 27,357 

Costs and expenses 

36,844 

34,752 

32,416 

27,382 

25,375 

Interest 

2,627 

2,523 

1,701 

1,627 

1,520 

Operating income 

1,244 

1,553 

1,766 

1,011 

462 

Realized capital gains and other 

410 

349 

126 

71 

184 

Income taxes 

324 

458 

571 

232 

10 

Net income 

1,303 

1,455 

1,342 

861 

650 

Percent return on average equity 

11.5 

14.1 

14.4 

10.1 

8.2 

Financial position 






Investments 

$ 19,528 

$ 17,447 

$ 15,434 

$ 13,497 

$ 12,229 

Receivables 

18,663 

17,321 

15,511 

11.532 

10,827 

Property and equipment, net 

4,541 

4,361 

3,938 

3,396 

3,312 

Merchandise inventories 

4,115 

4,530 

3,621 

3,146 

3,103 

Total assets 

66,417 

57,073 

46,176 

36.541 

34,406 

Insurance reserves 

8,054 

6,906 

6,253 

5,667 

5,161 

Short-term borrowings 

3,996 

3,887 

4,596 

2,820 

3,233 

Long-term debt 

9,907 

9,531 

7,405 

5,816 

5.324 

Total debt 

13,903 

13,418 

12,001 

8,636 

8.557 

Percent of debt to equity 

118 

123 

123 

98 

103 

Shareholders’ equity 

11,794 

10,911 

9,787 

8,812 

8,269 

Shareholders' common 
stock investment 

Book value per share (year end) 
Shareholders (Profit Sharing Fund 

$31.71 

$29.48 

$27.60 

$25.08 

$23.77 

counted as single shareholder) 

326,201 

340,831 

339,644 

350,292 

354,050 

Average shares outstanding (millions) 

363 

358 

353 

350 

316 

Net income per share 

$3.53 

$4.01 

$3.80 

$2.46 

$2.06 

Dividends per share 

$1.76 

$1.76 

$1.52 

$1.36 

$1.36 

Dividend payout percent 

49.9 

43.9 

40.0 

55.3 

66.0 

Market price (high-low) 

41*/8-30 7 /« 

40%-29'/2 

45%~27 

32-15% 

20%-14% 

Closing market price at year end 

39 

3124 

37‘/« 

30% 

16% 

Price/earnings ratio (high-low) 

12-9 

10-7 

12-7 

13-6 

10-7 


The operating results and financial position lor 1982 and 198 I include Sears Canada Inc. on the equity method of accounting. Due to the purchase of 
a majority interest during 1983, the financial statements subsequent to Dec. 31, 1982 present Sears Canada Inc. on a consolidated basis. Operating 
results for 1981 do not include Dean Witter Financial Services Inc. and Coldwell, Banker &. Company, which were acquired on Dec. 31, 1981. 
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Sears, Roebuck and Co. 

Five-Year Summary of Business Group and Segment Financial Data 




As discussed in the description of businesses of Sears, 
Roebuck and Co. on the inside front cover, the com¬ 
pany is made up of five principal businesses. 
Management believes that, while the consolidated 
financial statements reflect the total financial re¬ 
sources and operating results of the company, analysis 
of the operations of the various industry components 
within the company is facilitated by separate group 
statements. Therefore, beginning on page 47 are sum¬ 
marized financial statements, including notes unique 
to the operations of each group, and analyses of 


operations and financial condition. 

Following is a five-year summary of pertinent 
business group data, which is derived from the accom¬ 
panying statements and includes a further refinement 
by industry segments. Corporate operations include 
revenues and expenses which are of an overall hold¬ 
ing company nature including that portion of admin¬ 
istrative costs and interest which is not allocated to 
the groups. Corporate assets are principally intercom¬ 
pany receivables. Sears Tower, cash and invested 
cash. 


millions 


Revenues 

1985 

1984 

1983 

1982 

1981 

Sears Merchandise Group 

Merchandising 

Credit 

International 

$ 21,549 

2,098 

2,905 

$21,671 

1,894 

2,943 

$20,439 

1,404 

3,246 

$18,779 

1,158 

730 

$18,229 

1,040 

933 

Sears Merchandise Group total 

26,552 

26,508 

25,089 

20,667 

20,202 

Allstate Insurance Group 

Property-liability insurance 

Life-health insurance 

Non-insurance operations 

8.244 

2,089 

46 

7,551 

1,404 

34 

7,004 

1,079 

41 

6,487 

930 

42 

5,970 

737 

37 

Allstate Insurance Group total 

10.379 

8,989 

8,124 

7,459 

6,744 

Dean Witter Financial Services Group 
Securities-related operations 

Consumer banking operations 

2,031 

826 

1,845 

651 

1,544 

564 

1,110 

487 

451 

Dean Witter Financial Services Group total 

2,857 

2,496 

2,108 

1,597 

451 

Coldwell Banker Real Estate Group 

949 

826 

704 

470 

110 

Sears World Trade, Inc. 

236 

189 

79 

— 

— 

Corporate 

188 

170 

117 

120 

105 

Inter-group transactions 

( 446 ) 

(350) 

(338) 

(293) 

(255) 

Total 

$ 40,715 

$38,828 

$35,883 

$30,020 

$27,357 
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millions 


Net income 

1985 

1984 

1983 

1982 

1981 

Sears Merchandise Group 






Merchandising 

$ 447 

$ 656 

$ 654 

$ 456 

$ 352 

Credit 

294 

243 

144 

18 

(83) 

International 

25 

6 

07) 

(42) 

16 

Sears Merchandise Group total 

766 

905 

781 

432 

285 

Allstate Insurance Group 

Property-liability insurance 






490 

505 

469 

399 

344 

Life-health insurance 

114 

155 

83 

74 

68 

Non-insurance operations 

1 

1 

3 

2 

2 

Allstate Insurance Group total 

605 

661 

555 

475 

414 

Dean Witter Financial Services Group 






Securities-related operations 

— 

(45) 

69 

36 

— 

Consumer banking operations 

13 

12 

31 

(9) 

(19) 

Dean Witter Financial Services Group total 

13 

(33) 

100 

27 

(19) 

Coldwell Banker Real Estate Group 

86 

76 

48 

52 

73 

Sears World Trade, Inc. 

(ID 

(25) 

(12) 

— 

— 

Corporate 

(156) 

(129) 

030) 

(125) 

(103) 

Total 

$1,303 

$1,455 

$1,342 

$ 861 

$ 650 


Assets 


Sears Merchandise Group 

Merchandising 

Credit 

International 

$ 8,240 
11,887 
1,917 

$ 8,332 
11,825 
1,881 

$ 6,771 

10,312 

2,064 

$ 6,687 
7,889 
544 

$ 6,507 
7,390 
841 

Sears Merchandise Group total 

22,044 

22,038 

19,147 

15,120 

14,738 

Allstate Insurance Group 

Property-liability insurance 

13,372 

11,913 

11,140 

10,080 

9,032 

Life-health insurance 

3,520 

2,591 

2,154 

1,881 

1,716 

Non-insurance operations 

53 

49 

61 

57 

53 

Allstate Insurance Group total 

16,945 

14,553 

13,355 

12,018 

10,801 

Dean Witter Financial Services Group 
Securities-related operations 

18,720 

12,760 

7,282 

4,129 

4,123 

Consumer banking operations 

7,253 

6,408 

5,155 

4,307 

4,013 

Dean Witter Financial Services Group total 

25,973 

19,168 

12,437 

8,436 

8,136 

Coldwell Banker Real Estate Group 

1,451 

1,236 

1,045 

958 

970 

Sears World Trade, Inc. 

146 

114 

101 

— 

— 

Corporate 

1,835 

1,513 

1,451 

762 

465 

Inter-group eliminations and reclassifications 

(1,977) 

(1,549) 

0,360) 

(753) 

(704) 

Total 

$66,417 

$57,073 

$46,176 

$36,541 

$34,406 
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Sears, Roebuck and Co. 
Consolidated Statements of Income 


$ millions, except per common share data 


Year Ended December 31 


1985 

1984 

1983 

Revenues 

$40,715.3 

$38,828.0 

$35,882.9 

Expenses 

Costs and expenses 

36.844.5 

34,752.0 

32,415.5 

Interest 

2,626.9 

2,523.1 

1,701.4 

Total expenses 

39,471.4 

37,275.1 

34,116.9 

Operating income 

1,243.9 

1,552.9 

1,766.0 

Realized capital gains and other 

410.0 

349.4 

126.2 

Income before income taxes, equity in net income of 
unconsolidated companies and minority interest 

1,653.9 

1,902.3 

1,892.2 

Income taxes (note 3) 

Current operations 

323.5 

518.0 

571.3 

Reduction in deferred taxes due to the Tax Reform 

Act of 1984 


(60.0) 


Equity in net income of unconsolidated companies and 
minority interest 

(27.1) 

10.5 

21.3 

Net income 

$ 1,303.3 

$ 1,454.8 

$ 1,342.2 

Net income per common share, after allowing for dividends 
on preferred shares (note 9) 

$3.53 

$4.01 

$3.80 

Average common shares outstanding 

362.9 

358.3 

353.1 


Sec accompanying notes and the summarized Group financial statements. 


36 













Analysis of Consolidated Operations 


The consolidated statements of income present the 
total profit generated for the shareholders. Given the 
diversity of the Sears businesses, the consolidated 
results are best explained by first discussing the busi¬ 
nesses which significantly impacted consolidated re¬ 
sults. Subsequent discussions (pages 47, 53, 57, 61 
and 64) will examine the factors influencing each of 
these businesses. Supplemental financial information 
regarding inflation begins on page 66. 

Revenues of the company increased 4.9 per¬ 
cent in 1985 compared with an 8.2 percent increase in 
1984. Reference to the five-year summary of business 
group and segment data on page 34 will illustrate the 
source of the revenues. Sears Merchandise Group and 
Allstate Insurance Group are the major revenue 
producers, contributing 65 percent and 25 percent to 
consolidated revenues, respectively, in 1985. The 
1985 increase in consolidated revenues of $ 1.9 billion 
was principally attributable to Allstate’s $1.4 billion 
increase, although all business groups contributed. 
Merchandise Group and Allstate revenues increased 
$1.4 billion and $865.2 million, respectively, in 1984, 
to account for the majority of that year’s increase. 

Although contributing a lesser amount to the 
total, revenue growth in Dean Witter Financial Ser¬ 
vices Group and Coldwell Banker Real Estate Group 
has been steady. Compound growth rates since 1983 
were 16.4 and 16.1 percent for Dean Witter and Cold- 
well Banker, respectively. 

Costs and expenses consist of cost of sales, 
buying and occupancy expenses of merchandising 
operations, claims, benefits and underwriting ex¬ 
penses of insurance operations, and all other general, 
selling and administrative expenses. Costs and ex¬ 
penses as a percent of revenues increased to 90.5 per¬ 
cent in 1985 from 89.5 percent in 1984, which in turn 
was a decrease from 90.3 percent in 1983. This ratio is 
affected principally by Merchandise Group and All¬ 
state. The increase in the ratio in 1985 was due to in¬ 
creased cost of sales and other expense ratios in 
Merchandise Group and increased underwriting 
losses at Allstate. The decrease in the ratio in 1984 
was due to increased revenues and expense controls of 
Merchandise Group, partially offset by increased 
underwriting losses at Allstate. 

Interest expense increased 4.1 percent in 1985 
and 48.3 percent in 1984 over the respective prior 
years. The majority of the 1985 increase was caused 
by Dean Witter, where an even greater increase 
occurred in related interest revenue. Generally low in¬ 
terest rates in 1985 were responsible for the small in¬ 
crease in 1985 interest expense, as the level of borrow¬ 
ings continued to increase in order to finance 
increased average customer receivables at Merchan¬ 
dise Group. The substantial 1984 increase was due 
largely to the greater use of securities sold under 
agreements to repurchase and higher interest rates at 
Dean Witter, and additional borrowings needed to 
finance increased customer receivables and invento¬ 


ries and higher average interest rates at Merchandise 
Group. A summary of borrowings and interest rates 
follows: 


$ billions 

1985 

1984 

1983 

Average variable rate debt 

$6.5 

6.6 

6.1 

Average rate 

8.3% 

10.5 

9.3 

Variable rate debt at Dec. 31 

$5.8 

5.3 

6.8 

Average rate 

9.3% 

8.7 

9.8 

Average fixed rate debt 

$7.9 

7.0 

4.0 

Average rate 

11.5% 

1 1.3 

10.8 

Fixed rate debt at Dec. 31 

$8.1 

8.1 

5.2 

Average rate 

11.5% 

11.1 

10.8 


Operating income decreased 19.9 percent in 
1985 and 12.1 percent in 1984 from the respective 
prior years. Decreases of$268.5, $95.0 and $22.8 mil¬ 
lion in Merchandise Group, Allstate and Coldwell 
Banker were offset by increases of $88.5 and $26.3 
million in Dean Witter and Sears World Trade in 
1985. The 1984 decrease was principally attributable 
to Dean Witter. 

Realized capital gains and other income in 
1985 increased at Coldwell Banker and Allstate, offset 
by a decrease at Merchandise Group. The 1984 gain 
on early extinguishment of debt includes a $28.4 mil¬ 
lion gain from a debt-equity swap, which is included 
in Corporate operations. Merchandise Group, Allstate 
and Coldwell Banker all benefitted from increases in 
1984. A summary of realized capital gains and other 
income follows: 


$ millions 

1985 

1984 

1983 

Sale of property 

$222.2 

$172.9 

$108.4 

Sale of securities 

119.6 

105.8 

58.9 

Sale of customer receivables 

70.0 

37.6 

— 

Early extinguishment of debt 

2.4 

32.7 

3.1 

Foreign exchange gains (losses) 

(7.7) 

(9.8) 

4.1 

Sale of foreign subsidiaries 

— 

2.8 

(49.1) 

Equity in real estate joint venture 




gains (losses) 

3.7 

(7.9) 

(10.2) 

Other gains and losses, net 

(-2) 

15.3 

i 1.0 

Total 

$410,0 

$349,4 

$126,2 


Income taxes were 19.6 percent of pre-tax 
earnings in 1985, compared with 24,1 percent in 1984 
and 30.2 percent in 1983. These rates reflect tax 
exempt income, investment tax credits, the relative 
contribution of dividends and realized capital gains to 
pre-tax income, and, in 1984, the one-time reduction 
of deferred taxes of $60.0 million resulting from recal¬ 
culating life insurance policy reserves in accordance 
with the Tax Reform Act of 1984. 

Net income decreased 10.4 percent in 1985 
following an 8.4 percent increase in 1984 over the re¬ 
spective prior years. Dean Witter, Coldwell Banker 
and Sears World Trade recorded better results in 
1985. Merchandise Group and Allstate were the cause 
of the decrease in 1985 net income, although exclud¬ 
ing the $60.0 million one-time tax benefit in 1984, 
Allstate’s income improved slightly in 1985. The im¬ 
provement in 1984 was due to Merchandise Group, 
Allstate and Coldwell Banker. 
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Sears, Roebuck and Co. 

Consolidated Statements of Financial Position 


millions 


December 31 


1985 

1984 

Assets 



Investments 



Bonds and redeemable preferred stocks, at amortized cost (market $9,571.6 



and $7,727.0) 

$ 9,619.5 

$ 8,791.8 

Mortgage loans 

6.417.8 

5,790.3 

Common and preferred stocks, at market (cost $1,632.2 and $1,489.3) 

2,095.5 

1,697.5 

Real estate 

1,394.8 

1,167.7 

Total investments 

19,527.6 

17,447.3 

Receivables 



Retail customers 

12,280.5 

12,317.9 

Brokerage clients 

3,260.0 

2,265.7 

Insurance premium installments 

1,096.9 

861.6 

Finance installment notes 

738.9 

671.2 

Other 

1,286.5 

1,204.8 

Total receivables 

18,662.8 

17,321.2 

Securities purchased under agreements to resell 

10,655.3 

7,115.9 

Property and equipment, net 

4,541.3 

4,360.8 

Merchandise inventories 

4.115.2 

4,530.0 

Trading account securities, at market value 

3,764.4 

2.240.7 

Cash and invested cash (note 5) 

2,357.2 

1,765.0 

Other assets 

2,793.1 

2,291.6 

Total assets 

66.416.9 

57,072.5 

Liabilities 



Securities sold under agreements to repurchase 

12,022.9 

6,527.7 

Long-term debt (note 6) 

9,906.6 

9,531.3 

Insurance reserves 

8,053.6 

6,905.8 

Accounts payable and other liabilities 

5,576.2 

4,914.3 

Savings accounts and advances from Federal Home Loan Bank 

5,278.8 

5,027.4 

Short-term borrowings (note 5) 

3,996.0 

3,887.3 

Unearned revenues 

3,560.3 

3,133.8 

Payable to brokerage clients 

2,633.5 

1,650.0 

Deferred income taxes (note 3) 

2,341.6 

2,197.8 

Securities sold but not yet purchased, at market value 

1,253.8 

2,386.2 

Total liabilities 

54,623.3 

46,161.6 

C ommitments and contingent liabilities (notes 1, 7, 8 and 9) 



Shareholders' equity (note 9) 



Preferred shares ($1 par value, 2.5 shares outstanding) 

250.0 

250.0 

Common shares ($.75 par value, 364.1 and 361.6 shares outstanding) 

277.4 

276.1 

Capital in excess of par value 

1,489.7 

1,430.9 

Retained income 

9,681.4 

9,038.6 

Treasury stock (at cost) 

(106.2) 

(119.3) 

Unrealized net capital gains on marketable equity securities 

336.1 

152.3 

Cumulative translation adjustments 

(134.8) 

(117.7) 

Total shareholders* equity 

$11,793.6 

$10,910.9 


See accompanying notes and the summarized Group financial statements. 
















Consolidated Statements of Shareholders' Equity 


Year Ended December 31 


1985 

1984 

1983 

1984 

1983 


millions 


shares in 

thousands 


Preferred shares— $1.00 par value, 50 






million shares authorized; 2.5 
million shares issued in 1984 (note 
9) 






Balance, end of year 

$250.0 

$250.0 

— 2,500.0 

2,500.0 

— 

Common shares —$.75 par value, 






500 million shares authorized; 
issued as follows: 






Balance, beginning of year 

$ 276.1 

$ 271.4 

$ 269.4 368.115.3 

361,823.1 

359,230.5 

Exchanged for Sears debt (note 6) 
Stock options exercised and other 

— 

2.2 

— 

3,000.0 

— 

changes 

1.3 

2.5 

2.0 1,779.3 

3,292.2 

2,592.6 

Balance, end of year 

277.4 

276.1 

271.4 369,894.6 

368,115.3 

361,823.1 

Capital in excess of par value 

Balance, beginning of year 

1,430.9 

1.245.5 

1,163.3 



Exchanged for Sears debt (note 6) 
Stock options exercised and other 

— 

86.3 

— 



changes 

58.8 

99.1 

82.2 



Balance, end of year 

1,489.7 

1,430.9 

1,245.5 



Retained income 

Balance, beginning of year 

9,038.6 

8,231.3 

7,426.1 



Net income 

1,303.3 

1,454.8 

1,342.2 



Preferred share dividends 

Common share dividends ($1.76, 

(21.5) 

(16.7) 

— 



$1.76 and $1.52 per share) 

(639.0) 

(630.8) 

(537.0) 



Balance, end of year 

9,681.4 

9,038.6 

8,231.3 



Treasurv stock (at cost) 

Balance, beginning of year 

Reissued under dividend 

(119.3) 

(133.0) 

(143.5) (6,505.7) 

(7,256.3) 

(7.820.8) 

reinvestment plan 

13.1 

13.7 

10.5 714.9 

750.6 

564.5 

Balance, end of year 

(106.2) 

(119.3) 

(133.0) (5,790.8) 

(6,505.7) 

(7,256.3) 

Unrealized net capital gains on 
marketable equity securities 
Balance, beginning of year 

152.3 

254.0 

171.5 



Net increase (decrease) 

183.8 

(101,7) 

82.5 



Balance, end of year 

336.1 

152.3 

254.0 



Cumulative translation adjustments 
Balance, beginning of year 

(117.7) 

(82.3) 

(74.4) 



Net increase in unrealized losses 

(17.1) 

(35.4) 

(7.9) 



Balance, end of year 

(134.8) 

(117.7) 

(82.3) 



Total common shareholders’ equity 






and shares outstanding 

$11,543.6 

$10,660.9 

$9,786.9 364,103.8 

361,609.6 

354,566.8 

Total shareholders' equity 

$11,793.6 

$10,910,9 

$9,786,9 




See accompanying notes and the summarized Group financial statements. 
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Sears, Roebuck and Co. 

Consolidated Statements of Changes in Financial Position 


sources (uses) in millions 


Year Ended December 31 


1985 

1984 

1983 

Cash provided by operations and retained in the business 




Net income 

$1,303.3 

$1,454.8 

$1,342.2 

Increase in insurance reserves 

1.153.2 

655.0 

596.1 

Depreciation 

444.8 

412.4 

375.6 

Increase in unearned revenues 

428.4 

216.5 

210.9 

Deferred income taxes 

80.4 

186.0 

454.7 

Amortization of debt discount and other non-cash items 

70.3 

46.2 

19.0 

Cash provided by operations before changes in operating 




assets and liabilities 

3,480.4 

2,970.9 

2,998.5 

Increase in accounts payable and other liabilities 

1.690.1 

1,358.1 

534.9 

Decrease (increase) in merchandise inventories 

371.7 

(945.2) 

(63.0) 

Increase in other assets 

(512.7) 

(276.3) 

(209.9) 

Increase in premium installment and other receivables 

(317.1) 

(328.1) 

(292.8) 

Cash provided by operations 

4,712.4 

2,779.4 

2,967.7 

Dividends paid to shareholders, net of reinvested amounts 

(636.1) 

(591.6) 

(502.3) 

Cash provided by operations and retained in the business 

4,076.3 

2.187.8 

2,465.4 

Investments in operations 




Decrease (increase) in net trading account securities 

(2,656.1) 

1,373.4 

(843.3) 

Increase in retail customer and brokerage receivables, before sales 




of accounts 

(2,093.8) 

(2,033.2) 

(2,219.2) 

Net investment additions 

(1,238.9) 

(751.5) 

(1,030.7) 

Net additions to mortgage loans and finance installment notes 

(695.2) 

(1,570.4) 

(822.3) 

Net additions to property and equipment 

(624.4) 

(839.1) 

(542.3) 

Cost of acquired companies, net of cash acquired 

— 

— 

(172.5) 

Net assets of subsidiaries sold 

— 

— 

57.8 

Cash used by investments in operations 

(7,308.4) 

(3,820.8) 

(5,572.5) 

Financing and deposit-taking transactions 




Increase (decrease) in net agreements to resell or repurchase 

1,955.8 

(1,352.1) 

435.7 

Increase (decrease) in retail customer receivable balances sold 

1,066.9 

681.3 

(859.4) 

Net increase in short-term borrowings 

623.1 

308.3 

1,589.6 

Proceeds from long-term debt 

466.6 

1,554.4 

1,162.8 

Repayment of long-term debt 

(588.2) 

(432.6) 

(288.3) 

Increase in savings accounts and advances from Federal Home 




Loan Bank 

251.4 

707.6 

1,187.0 

Common shares issued for employee stock plans 

48.7 

94.8 

74.6 

Preferred shares issued 

— 

245.3 

— 

Common shares issued in exchange for debt 

— 

88.5 

— 

Cash provided by financing and deposit-taking transactions 

3,824.3 

1,895.5 

3,302.0 

Increase in cash and invested cash 

$ 592.2 

$ 262.5 

$ 194.9 


See accompanying notes and the summarized Group financial statements. 
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Analysis of Consolidated Financial Condition 


The company has adopted a new format for the 
statements of changes in financial position to better 
present its cash flows. The company first focuses on 
funds provided from operations, including the 
changes in short-term assets and liabilities which are 
necessary to run the day-to-day operations. From the 
cash generated by these operations, dividends are 
paid to the shareholders. The company then focuses 
on the cash available to invest in ionger-term assets 
and interest-bearing assets, as management has more 
strategic control over these items. Financing is 
provided by deposit-taking activities, repurchase/ 
reverse repurchase agreements and debt and equity 
financing. 

Cash generated from operations before 
dividend payments totaled $4.7 billion in 1985 com¬ 
pared with $2.8 and $3.0 billion in 1984 and 1983, re¬ 
spectively. This cash is principally related to net in¬ 
come and expenses which are recognized in the 
statement of operations but which are not paid out in 
cash. The increase in cash provided by operations in 
1985 is primarily due to increased insurance reserves 
and a decrease in merchandise inventories when com¬ 
pared with the prior year. 

Dividends paid to shareholders increased 
slightly in 1985 due to an increased number of aver¬ 
age common shares outstanding and the impact of the 
first full year of preferred dividends. The annual com¬ 
mon share dividends per share were $1.76 in 1985 
and 1984 compared with $1.52 in 1983. 

The most significant investments in opera¬ 
tions continue to be growth in retail customer receiva¬ 
bles and insurance investments. The receivables 
growth is financed in part by sales of accounts and 
borrowings. Investment additions are made possible 
by the cash flow generated from the receipt of 
premiums before claims and policy benefits are paid. 
Net trading account securities (securities owned less 
securities sold but not yet purchased) are funded in 
large part by the company’s net position in 
agreements to resell or repurchase. 

In the area of external financing, the com¬ 
pany’s primary focus has been to maintain a stable, 
cost-effective capital structure. This liability man¬ 
agement program has improved the match of maturi¬ 
ties and interest rate sensitivities between the com¬ 
pany’s assets and liabilities, and has lessened earnings 
per share sensitivity to fluctuations in short-term in¬ 
terest rates. Management of the debt portfolio will 
focus on meeting additional external financing require¬ 
ments with a blend of fixed and variable rate borrow¬ 
ings to maintain this stability. The proportion of fixed 
rate to total debt was 58 percent in 1985 compared 
with 60 percent in 1984 and 43 percent in 1983. A 
summary of fixed and variable rate debt is provided 
on page 37. 


The company has cultivated its presence in 
major capital markets around the world over the past 
few years, through a combination of fixed rate debt 
and preferred share issuances, interest rate swaps, re¬ 
tail customer receivable sales, and the arrangement of 
a note issuance facility and revolving credit lines. 
These activities were also directed at lengthening the 
maturity of the debt portfolio, reducing reliance on 
variable rate debt, and further diversifying the type 
and source of financing available to the company at 
the lowest possible cost. This balanced approach to 
the development of the capital structure has allowed 
the company to increase its asset base without placing 
disproportionate reliance on the availability of fund¬ 
ing in any one capital market, and has given the com¬ 
pany a high degree of flexibility in obtaining external 
funding to support further growth. This is an impor¬ 
tant consideration as the company continues to ex¬ 
pand its consumer oriented financial service busi¬ 
nesses. 

Through Sears Roebuck Acceptance Corp. 
(SRAC), a wholly owned consolidated finance sub¬ 
sidiary, the company utilizes commercial paper as a 
part of its overall financing plan and to cover peak 
working capital requirements. The average short-term 
borrowings outstanding at SRAC during 1985 were 
$6.6 billion, compared with $5.9 billion during 1984. 
The company had unused lines of bank credit totaling 
$8.6 billion at Dec. 31, 1985. An additional $3.5 bil¬ 
lion in revolving credit was available through two 
separate credit agreements with banks. First, in May, 
1985, the company and SRAC finalized a $500 mil¬ 
lion Revolving Underwriting Facility arranged by 
Dean Witter Capital Markets—International. This ar¬ 
rangement initiated or expanded banking relation¬ 
ships with twenty-four European, Australian and 
Asian banks, and is effective through May, 1990. The 
second agreement is SRAC’s $3 billion revolving 
credit agreement with domestic banks, which is effec¬ 
tive through September, 1992. Sears and SRAC also 
entered into an agreement in 1984 which commits a 
group of domestic banks to purchase retail customer 
account balances on a revolving basis up to an 
aggregate of $2 billion (temporarily increased to $2.5 
billion) through 1988. At Dec. 31, 1985 the outstand¬ 
ing balances of accounts sold under this agreement 
were $2.4 billion. 

The growth of retail customer receivables will 
be a significant use of funds in the future, which the 
company expects to finance primarily from internally 
generated funds supplemented by external financing. 
The national rollout of Discover Card in 1986 will in¬ 
crease consumer finance receivables, which are an¬ 
ticipated to be financed from consumer deposits and 
external financing. 

Subsequent discussions (pages 50, 54, 58, 62 
and 64) describe the funds flows and capital require¬ 
ments unique to each of the principal businesses. 
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Notes to Consolidated Financial Statements 


Summary of significant accounting policies 

Basis of presentation 

The consolidated financial statements include the ac¬ 
counts of Sears, Roebuck and Co. and all domestic 
and significant international companies in which the 
company has more than a 50 percent equity owner¬ 
ship, except those engaged in manufacturing. 

Included as an integral part of the consolidat¬ 
ed financial statements are, on pages 34 and 35, the 
summary of business segment financial data and, 
beginning on page 47, separate summarized financial 
statements and notes for each of the company’s busi¬ 
ness groups as well as the significant accounting 
policies unique to each group. Although not a part of 
the financial statements, also included with the con¬ 
solidated statements and the summarized group state¬ 
ments are unaudited analyses of results and financial 
condition. Unaudited supplemental financial infor¬ 
mation regarding inflation is presented on pages 66 
and 67. 

Certain reclassifications have been made in 
the 1984 and 1983 financial statements to conform to 
current accounting classifications. 

Basis for assignment of debt and related interest 
expense 

Debt and the related interest expense have been 
assigned to the business groups as incurred by those 
groups. Corporate debt is legally the responsibility of 
Sears, Roebuck and Co., Sears Roebuck Acceptance 
Corp. (SRAC) or Sears Overseas Finance N.V. 

A portion of the pooled Corporate debt is allocated to 
Sears Merchandise Group, principally to finance 
domestic customer receivables. The remaining por¬ 
tion of Corporate debt has generally not been allo¬ 
cated to the business groups but has been combined 
with internally generated funds for Corporate opera¬ 
tions and investments. The average cost of the pooled 
Corporate debt was 10.2, 11.1 and 10.0 percent in 
1985, 1984 and 1983, respectively. 

Property and depreciation 

Depreciation is provided principally by the straight- 
line method. 

Goodwill 

Other assets included goodwill of $399.6 and $395.7 
million at Dec. 31, 1985 and 1984, respectively. 
Goodwill represents the excess of purchase price over 
fair value of the net assets of businesses acquired and 
is amortized on a straight-line basis over 40 years. 

Income taxes 

The results of operations of the business groups, ex¬ 
cept life insurance and foreign operations, are includ¬ 
ed in the consolidated federal income tax return of 
Sears, Roebuck and Co. Tax liabilities and benefits 
are allocated as generated by the respective business 
groups, whether or not such benefits would be 


currently available on a separate return basis. U.S. 
income and foreign withholding taxes are not provid' 
ed on unremitted earnings of international affiliates 
which the company considers to be permanent invest¬ 
ments. The cumulative amount of unremitted income 
totaled $329.1 million at Dec. 31, 1985. 

The investment tax credit is reflected as a 
reduction in current income taxes (flow-through 
method). 

1. Benefit plans 

Expenses for retirement and savings-related benefit 
plans were as follows: 


millions Year Ended December 31 



1985 

1984 

1983 

Pension plans 

$319.0 

$303.2 

$281.4 

Savings and Profit Sharing Fund of 

Sears Employees: 

Defined Contribution 

95.3 

116.2 

115.9 

Employee Stock Ownership 

Feature 

26.3 

24.7 

25.9 

Retiree insurance benefits 

93.3 

89.2 

71.1 

Other plans 

23.2 

24.9 

22.8 

Total 

$557.1 

$558.2 

$517.1 


Pension plans 

Substantially all full-time domestic employees and 
certain part-time employees are eligible to participate 
in noncontributory defined benefit plans after meeting 
age and service requirements. Substantially all Cana¬ 
dian employees are eligible for contributory defined 
benefit plans. Pension benefits are based on length of 
service, average annual compensation and, in certain 
plans, Social Security or other benefits. The company 
expenses and funds the current costs of its qualified 
pension plans. 

Plan benefits and net assets for the company’s 
defined benefit pension plans, as of Jan. 1, 1985 and 
1984, were as follows: 


millions 

1985 

1984 

Plan benefits 



Vested 

$2,350.4 

$2,034.5 

Non-vested 

181.2 

159.8 

Total plan benefits 

$2,531.6 

$2,194.3 

Net assets available for plan benefits 

$2,990.8 

$2,565.7 


Plan benefits represent the actuarially computed pre¬ 
sent value of pension benefits which employees have 
earned based upon compensation and length of ser¬ 
vice, assuming voluntary termination of employ¬ 
ment as of Jan. 1, 1985 and 1984 (vested benefits), or 
have accrued irrespective of vesting provisions of the 
plan (total plan benefits). The assumed rate of return 
used in determining the present value of plan benefits 
was 8 percent. 

The company has domestic non-qualified un¬ 
funded pension plans to supplement the primary pen¬ 
sion plans. These additional plans ensure that, upon 
retirement, employees can be paid their total accrued 
benefits under the benefit formula. 
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Profit sharing plan 

Employees of most domestic companies, excluding 
primarily those of Dean Witter Financial Services 
Inc. and Coldwell, Banker & Company, are eligible to 
become members of The Savings and Profit Sharing 
Fund of Sears Employees (Fund). The company con¬ 
tributes 6 percent of consolidated income, as defined, 
before federal income taxes and profit sharing con¬ 
tributions. The iotai contribution is allocated to the 
business groups and Corporate based on 6 percent of 
the participating company’s respective earnings or 
losses. 

The company makes an additional contribu¬ 
tion under the Employee Stock Ownership Feature of 
the Fund equal to one-half of one percent of the total 
payroll of all eligible employees and receives an equal 
federal income tax credit. This contribution is used to 
acquire company stock for allocation to each eligible 
employee based upon total compensation up to 
$ 20 , 000 . 


Retiree insurance benefits 

Sears, Roebuck and Co. and its subsidiaries provide 
certain health care and life insurance benefits for re¬ 
tired employees. Generally, regular full-time em¬ 
ployees may become eligible for these benefits if they 
retire in accordance with the company’s established 
retirement policy and are continuously insured under 
the company’s group plans or other approved plans 
for 10 or more years prior to retirement. Qualified 
part-time regular employees are also eligible for life 
insurance benefits. The company has the right to 
modify or terminate these plans in the future. These 
benefits are funded by insurance contracts whose 
premiums are based on the benefits paid during the 
year. The company recognizes the costs of providing 
these benefits by expensing the insurance premiums. 

2. Supplementary, income statement information 


millions Year Ended December 31 



1985 

1984 

1983 

Advertising costs (excluding catalog) 

$975.3 

$925.1 

$898.8 

Maintenance and repairs 

275.4 

267.3 

229.9 

Taxes, other than payroll and income 

Property 

186.2 

181.2 

168.8 

Premium 

195.8 

167.2 

140.8 

Other 

124.9 

99.4 

113.0 

Provision for uncollectible accounts 

248.9 

179.3 

151.4 

Realized foreign currency exchange 
gains (losses), net of profit sharing 

and income taxes 

(11.7) 

(2.5) 

2.3 

Interest capitalized 

27.8 

21.7 

13.3 


3. Income taxes 

Income before income taxes, equity in net income of 
unconsolidated companies and minority interest was 
as follows: 

millions Year Ended December 31 

1985 19M 1983 

$1,529.5 $1,851.9 $1,825.7 

J 24.4 _59.4 66.5 

$1,653.9 $1,902.3 $1,892.2 


Federal, state and foreign income taxes are 
summarized in the following table. Included in 1984 
was a one-time reduction in income tax expense of 
$60.0 million due to the Tax Reform Act of 1984. The 
Act required life insurance companies to recompute 
their policy reserves for tax purposes as of Jan. 1, 
1984, which reduced related deferred income taxes 
provided in prior years. 


millions 

Year Ended December 31 


1985 

1984 

1983 

Provision 

Current 

Domestic 

$248.1 

$282.8 

$132.6 

Investment tax credit 

(46.2) 

(37.0) 

(29.9) 

Foreign 

36.0 

23 6 

27.3 

Total current 

237.9 

269.4 

130.0 

Deferred 




Installment sales 

(104.7) 

201.7 

425.4 

Depreciation 

81.8 

57.5 

20.5 

Deferred costs 

65.9 

4.9 

— 

Deferred policy acquisition costs 

29.9 

23.2 

15.8 

Deferred income on receivable sales 

(23.8) 

(22.4) 

— 

Property-liability underwriting 

adjustments 

23.6 

5.3 

7.4 

Maintenance agreement income 

(23.1) 

(41.2) 

(32.4) 

Other 

36.0 

19.6 

4.6 

Total deferred 

85.6 

248.6 

441.3 

Financial statement income tax 

provision—current operations 

323.5 

518.0 

571,3 

Reduction in deferred taxes due to the 

Tax Reform Act of 1984 

— 

(60.0) 

— 

Financial statement income tax 

provision 

$323.5 

$458.0 

$571.3 

Classification 




Federal income tax 

Current 

$132.6 

$166.2 

$ 67.8 

Deferred 

73.9 

175.8 

387.4 

State income tax 

Current 

69.2 

79.6 

34.9 

Deferred 

(8.0) 

19.0 

55.7 

Foreign income lax 

Current 

36. 1 

23.6 

27.3 

Deferred 

19.7 

(6.2) 

(1.8) 

Financial statement income tax 

provision 

$323.5 

$458.0 

$571.3 

A reconciliation of the statutory federal income tax 

rate to the effective income tax 

rate is as follows: 


Year Ended December 31 


1985 

1984 

1983 

Statutory federal income tax rate 

46.0% 

46.0% 

46.0% 

State income taxes, net of federal 

income taxes 

2.0 

2.8 

2.6 

Tax exempt income 

(18.1) 

(14.9) 

(12.1) 

Dividends received exclusion 

(2.6) 

(2.5) 

(2.7) 

Reduction in deferred taxes due to the 

Tax Reform Act of 1984 

— 

(3.1) 

— 

Investment tax credit 

(2.8) 

(2.0) 

(1.6) 

Capital gains deduction 

(3.6) 

(1.9) 

(.9) 

Other 

(1.3) 

(.3) 

(1.1) 

Effective income tax rate 

19.6% 

24.1% 

30.2% 


Domestic 

Foreign 

Total 





























Notes to Consolidated Financial Statements continued 


4. Corporate 

Corporate operations include revenues and expenses 
which are of an overall holding company nature, 
including that portion of administrative costs and 
interest which is not allocated to the company’s 
principal businesses. The Corporate statements of 
income consisted of: 


millions 

Year Ended December 31 


1985 

1984 

1983 

Revenues 

$ 187.5 

$ 169.6 

$116.9 

Interest expense 

305.4 

307.8 

257.9 

•Operating expenses 

188,1 

J 69.9 

134.2 

Operating loss 

(306.0) 

(308.1) 

(275.2) 

Other income (loss) 

(8.6) 

22.2 

9.1 

Income tax benefit 

158.7 

156.5 

135.5 

Net Corporate expense 

(155.9) 

(129.4) 

(130.6) 

Equity in net income of principal 




businesses 

1,459.2 

1,584.2 

1,472.8 

Consolidated net income 

$1,303.3 

$1,454.8 

$1,342.2 

5. Short-term borrowings consisted of: 

millions 


December 31 



1985 

1984 

Commercial paper 

$1,131.6 

$1,361.8 

Bank loans 


1,522.4 

1,179.0 

Agreements with bank trust departments 

942.1 

953.0 

Other loans (principally foreign) 


399.9 

393.5 

Total short-term borrowings 

$3,996.0 

$3,887.3 


At Dec. 31, 1985, the company had unused lines of 
bank credit approximating $8.6 billion, a $3.0 billion 
revolving credit agreement through SRAC with a 
group of domestic banks and a $500 million Revolv¬ 
ing Underwriting Facility Agreement through SRAC 
with a group of foreign banks. Domestic credit lines 
are renewable annually at various dates and provide 
for loans of varying maturities at prevailing money 
market rates. The company maintains informal com¬ 
pensating balances or pays commitment fees in con¬ 
nection with certain lines of credit. There are no ma¬ 
terial restrictions on the use of funds constituting 
compensating balances. 

At Dec. 31, 1985, the revolving credit and 
Revolving Underwriting Facility agreements support¬ 
ed $3.5 billion of commercial paper that has been 
classified as long-term debt. SRAC intends to main¬ 
tain more than $3.5 billion of commercial paper out¬ 
standing during 1986. If needed, SRAC can refinance 
this debt on a long-term basis using these agreements. 

The company has utilized interest rate swaps 
to effectively establish long-term fixed interest rates 
on short-term variable rate debt. At Dec. 31,1985, the 
company had interest rate swap agreements effective¬ 
ly establishing fixed rates on $2.1 billion of debt, with 
an average maturity of approximately five years. For 
1985, the weighted average effective interest rate on 
all swap agreements outstanding during the year was 
11.95 percent. 


6. Long-term debt was as follows: 


millions 

December 31 

Issue 

1985 

1984 

Sears, Roebuck and Co. 

7%% Debentures, due 1985 $ 


$ 250.0 

12'/)% Note, due 1987 

50.0 

50.0 

10'/4% Notes, due 1988 

200.0 

200.0 

14Vg% Notes, due 1989 

250.0 

250.0 

6%% Yen Bonds, due 1991 

53.1 

50.6 

13'/ 4 % Notes, due 1992 

231.0 

231.0 

6 3 /s% Sinking Fund Debentures, due 1993 

36.0 

40.4 

12% Notes, due 1994 

230.9 

230.9 

8%% Sinking Fund Debentures, due 1995 

58.3 

70.9 

Extendable Notes, 12% to April 15, 1987, 
due 1999 

200.0 

200.0 

6% Debentures, $300 million face value, due 
2000. effective rate 14.8% 

145.2 

142.2 

7% Debentures, $300 million face value, due 
2001, effective rate 14.6% 

160.5 

158.4 

8% Sinking Fund Debentures, due 2006 

183.7 

183.7 

7%% Sinking Fund Debentures, due 2007 

230.3 

230.3 

10%% Sinking Fund Debentures, due 2013 

250.0 

250.0 

11 %% Sinking Fund Debentures, due 2014 

300.0 

300.0 

Capitalized lease obligations 

90.5 

98.0 

Sears Roebuck Acceptance Corp. 

Commercial paper backed by revolving 
credit agreements 

3,500.0 

3,000.0 

7.73% Variable Interest Notes 
(8.94% at Dec. 31, 1984), 
pavable 13 months after demand 

376.3 

371.0 

8 3 /x% Debentures, due 1986 

125.0 

125.0 

7 7 /x% to 9V*% Allstate Financial Corporation 
Notes, due 1986 to 1987 

150.0 

150.0 

916% to 9%% Notes, due 1986 to 1989 

93.7 

96.5 

14‘/s% to 1478% Notes, due 1986 to 1989 

38.8 

214.0 

9Vx% Notes, due 1986 to 1991 

31.9 

39.7 

Sears Overseas Finance N.V. (guaranteed 
by Sears, Roebuck and Co.) 

10'/4% Dutch Guilder Notes, due 1987 

36.3 

28.1 

6*6% Swiss Franc Notes, due 1988 

97.2 

76.9 

11*6% Notes, due 1988 

125.0 

125.0 

13%% Notes, due 1988 

100.0 

100.0 

11'/4% Notes, due 1989 

50.0 

50.0 

13'ri% Notes, due 1990 

38.1 

38.1 

10*/2% Notes, due 1991 

150.0 

150.0 

11%% Notes, due 1991 

150.0 

150.0 

5 3 /a% Swiss Franc Notes, due 1991 

103.5 

103.5 

Zero Coupon Notes, $400 million face value, 
due 1992, effective rate 15.0% 

170.0 

147.8 

1 1%% Notes, due 1993 

150.0 

150.0 

7% Dual Currency Notes, due 1993 

61.9 

59.8 

Zero Coupon Bonds, $400 million face 
value, due 1994, effective rate 12.8% 

145.4 

128.9 

Zero Coupon Bonds, $500 million face 
value, due 1998, effective rate 12.0% 

121.3 

108.3 

Homart Development Co. 

10% to 1 1 '/ 2 % Notes, due 1987 to 2002 

88.3 

82.8 

6'/«% to 14% Mortgage notes, due 1991 
to 2001 

221.1 

223.6 

Notes payable to banks 

45.4 

45.4 

Sears Canada Inc. 

7%% to 8%% First Mortgage Bonds, due 

1991 to 1993 

21.3 

25.9 

Floating Rate Debentures, due 1987 

80.1 

84.7 

4%% to 11%% Debentures, due 1988 to 1995 

36.4 

39.3 

14.73% note, due 1994 

90.0 

— 

Mortgage and bond indebtedness of 
subsidiaries 

26.9 

23.2 

Capitalized lease obligations 

113.2 

114.9 

Sears Acceptance Co. Ltd. 

6'/4%to 17%% Secured Debentures, due 1986 
to 2000 

371.5 

349.3 

Other subsidiaries 

Notes payable, mortgages and capitalized 
lease obligations 

328.5 

193.2 

Total long-term debt $9,906.6 

$9,531.3 
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As of Dec. 31,1985, long-term debt maturities for the 
next five years, excluding $334 million of notes pay¬ 
able 13 months or more after demand which have no 
specified maturities and commercial paper classified 
as long-term debt, were as follows: 


Year Ending December 3! 

millions 

1986 

$360.7 

! 987 

448.2 

1988 

671.9 

1989 

493,3 

1990 

290.2 


During 1984 the company exchanged common shares 
for $115.1 million principal amount of long-term 
debt, resulting in an after-tax gain of $28.4 million. 

7. I.eases 

The company leases certain stores, computers and au¬ 
tomotive equipment. Certain offices are also leased, 
including an operating lease entered into by Dean 
Witter Reynolds Inc. in 1985 for substantial space in 
Two World Trade Center, New York. 

Operating and capital lease obligations are 
based upon contractual minimum rates and, for cer¬ 
tain stores, amounts in excess of these minimum rates 
are payable based upon specified percentages of sales. 
Certain leases include renewal or purchase options. 
Operating lease rentals were $528.6, $466.7 and 
$425.3 million, including contingent rentals of $32.3, 
$34.5 and $39.9 million, for the years ended Dec. 31, 
1985, 1984 and 1983. 

Minimum fixed lease obligations, excluding 
taxes, insurance and other expenses payable directly 
by the company, for leases in effect as of Dec. 31, 
1985 were: 


millions 

Capital 

leases 

Operating 

leases 

1986 

$ 31.8 

$ 361.8 

1987 

30.6 

310.9 

1988 

29.5 

255.1 

1989 

28.7 

209.1 

1990 

27.8 

158.1 

After 1990 

426.1 

i.096.4 

Minimum payments 

574.5 

$2,391.4 

Executory costs (principally taxes) 

Implicit interest 

50.5 

320.0 


Present value of minimum lease payments, 
principally long-term 

$204.0 



8. Pending legal proceedings 
Various legal actions and governmental proceedings 
are pending against Sears, Roebuck and Co. and its 
subsidiaries, many involving ordinary routine litiga¬ 
tion incidental to the businesses engaged in. Other 


matters contain allegations which are nonroutine and 
involve compensatory, punitive or antitrust treble 
damage claims in very large amounts, as well as other 
types of relief. The consequences of these matters are 
not presently determinable but, in the opinion of 
management, the ultimate liability resulting, if any, 
will not have a material effect on the shareholders’ 
equity of the company. 

9. Shareholders’ equity 

Dividend payments are restricted by several statutory 
and contractual factors, including: 

Certain indentures relating to the long-term 
debt of Sears, Roebuck and Co., which represent the 
most restrictive contractual limitation on the 
payment of dividends, provide that the company can¬ 
not take specified actions, including the declaration of 
cash dividends, which would cause its consolidated 
unencumbered assets, as defined, to fall below 150 
percent of its consolidated liabilities, as defined. At 
Dec. 31, 1985, $1.8 billion in retained income could 
be paid in dividends to shareholders under the most 
restrictive indentures. 

The Illinois Insurance Holding Company 
Systems Act permits Allstate Insurance Company to 
pay, without regulatory approval, dividends to Sears, 
Roebuck and Co. during any 12 month period in an 
amount up to the greater of 10 percent of surplus (as 
regards policyholders) or its net income (asdefined)as 
of the preceding Dec. 31. Approximately $424 million 
of Allstate’s retained income at Dec. 31, 1985 had no 
restriction relating to distribution during 1986 which 
would require prior approval of the Illinois Depart¬ 
ment of Insurance. 

The capital of certain foreign operations, 
Allstate Life Insurance Company and Sears Savings 
Bank at Dec. 31,1985 included approximately $533.7 
million which, if distributed, would be subject to in¬ 
come taxes. It is not contemplated that such amounts 
will be distributed in a manner which would create 
additional tax liabilities. 

Dean Witter Reynolds Inc. is subject to the 
Securities and Exchange Commission’s Uniform Net 
Capital Rule and the New York Stock Exchange’s 
Growth and Business Capital Rule. Under these rules 
the declaration of dividends is restricted. At Dec. 31, 
1985, approximately $92.5 million of Dean Witter 
Financial Services Group’s retained income was 
available for the declaration of dividends to Sears, 
Roebuck and Co. 

As of Dec. 31, 1985, subsidiary companies 
could remit to Sears, Roebuck and Co. in the form of 
dividends approximately $2.7 billion, after payment 
of all related taxes, without prior approval of regula¬ 
tory bodies or violation of contractual restrictions. 
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Notes to Consolidated Financial Statements continued 


Stock option plans: Options to purchase common 
stock of the company have been granted to employees 
under various plans at prices equal to the fair market 
value of the stock on the dates the options were grant¬ 
ed. Certain options include stock appreciation rights 
(SARs) which, upon surrender of the option, permit 
the optionee to receive the excess of current market 
price over option price in cash. In addition, the com¬ 
pany may pay to the optionee in connection with cer¬ 
tain options or SARs an amount generally equal to 46 
percent (or such lower maximum corporate federal 
income tax rate then in effect) of the difference 
between the market price and the option price. Op¬ 
tions and SARs are generally exercisable in four 
equal, annual cumulative installments beginning one 
year after the date of grant, and generally expire in 10 
or 12 years. 

Changes in stock options for the three years 
ended Dec. 31, 1985 were as follows: 


thousands of shares 

Year Ended December 31 


1985 

1984 

1983 

Beginning balance 

10.157.6 

13,728.6 

12,571.7 

Granted 

1,773.5 (a) 

121.1 

4,259.5 

Exercised 

(1.784.5)(b) 

(3,083.8) 

(2,602.3) 

Cancelled or expired 

(450.3)<c) 

(608.3) 

(500.3) 

Ending balance 

9.696.3 (d) 

10.157.6 

13.728.6 

Reserved for future grant 

3.160.4 (e) 

4,611.2 

4,509.4 

Exercisable 

5,844.7 

5,856.3 

6.170.2 


(a) Consisted of 226.2 thousand shares granted under the 1978 
Flan, at a price of $32.88. and 1,547.3 thousand shares granted 
under the 1982 Plan, at prices ranging from $31.63 to $36.44. 

(b) Consisted of 977.4 thousand shares under the 1972 Plan at a 
price from $15.94 to $33.29, 714.6 thousand shares under the 
1978 Plan at a price from $16.75 to $24.00, 58.0 thousand 
shares under the 1982 Plan at a price from $18.44 to $29.38, 
and 34.5 thousand SARs exercised under the 1982 Plan with 
an option price from $18.44 to $29.38. 

(c) The options that expired or were cancelled in 1985 were 
previously granted at prices ranging from $15.94 to $40.19. 

(d) Consisted of 2.384.3, 1,764.6 and 5,547.4 thousand shares 
under the 1972, 1978 and 1982 Plans, respectively. SARs were 
attached to 34.8 and 745.7 thousand shares under the 1978 
and 1982 Plans, respectively. 

(e) Shares reserved for future grant totaled 2,857.2 thousand for 
the 1978 Plan and 303.2 thousand for the 1982 Plan. 


Preferred shares: In May 1984, Sears, Roebuck and 
Co. issued 2.5 million Adjustable Rate Preferred 
Shares, First Series, at an offering price of $100 per 
share. All shares were outstanding at Dec. 31, 1985, 
and dividends of $8.62 per preferred share were de¬ 
clared during the year. The shares will be redeemable 
after May 14, 1987 through May 15, 1989, at the op¬ 
tion of the company in whole or in part, at a redemp¬ 
tion price of $ 103 per share and thereafter at $ 100 per 
share. The preferred shares have limited voting rights, 
a dividend preference and a liquidation preference of 
$100 per share, plus accrued and unpaid dividends. 

10. Quarterly results (unaudited) 


millions, except per common share data 


Quarter 

Total 

revenues 

Operating 

income 

Realized 
capital 
gains and 
other 

Net 

income 

Net 

income 

per 

share 

1985 Fourih 

$12,068.2 

$615.4(1 

1 $164.4 

$552.3 

$1.50 

Third 

10,043.3 

229.4 

76.8 

262.2 

.71 

Second 

9.835.2 

301.7 

34.5 

265.5 

.72 

First 

8.768.6 

97.4 

134.3 

223.3 

.60 

1984 Fourth 

$11,369.2 

$801.4C 

) $98.9 

$563.1 

$1.54 

Third 

9.648.1 

271.3 

40.5 

321.9 

.88 

Second 

9.439.1 

333.7 

133.7 

356.0 

.99 

First 

8,371.6 

146.5 

76.3 

213.8 

.60 

1983 Fourth 

$10,816.9 

$900.7<n $42.8 

$582,7 

$1.65 

Third 

8,933.4 

378.1 

3.5 

288,8 

.81 

Second 

8,647.2 

383.5 

37.7 

311.2 

.89 

First 

7.485.4 

103.7 

42.2 

159.5 

.45 


<n Fourth quarter LIFO adjustment was a charge of $22.3 million 
in 1985 and credits of $149.4 and $84.8 million in 1984 and 
1983, respectively, compared with charges of $35.7, $48.1 and 
$55.9 million for the first nine months of the respective years. 


The expiration dates of options outstanding 
at Dec. 31, 1985 ranged from May 1, 1988 to Nov. 1, 
1997. The weighted average purchase price per share 
was $18.16, $18.96 and $37.04 for outstanding op¬ 
tions under the 1972, 1978 and 1982 Plans, respec¬ 
tively. On Dec. 31, 1985, there were approximately 
17,341 optionees. 
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Sears Merchandise Group 

Statements of Income 


millions 


Year Ended December 31 


1985 

1984 

1983 

Revenues 

Merchandise sales and services 

$24,274.0 

$24,450.0 

$23,500.7 

Finance charge revenues 

2.278.3 

2.058.1 

1.588.6 

Tolal revenues 

26.552.3 

26.508.1 

25.089.3 

Costs and expenses 

Cost of sales, buying and occupancy 

16.478.6 

16.309.7 

15.692.5 

Selling and administrative 

7.742.9 

7.634.5 

7,202.3 

Interest 

1.033.9 

998.5 

745.5 

Total costs and expenses 

25.255.4 

24.942.7 

23.640.3 

Operating income 

1.296.9 

1,565.4 

1,449.0 

Other income (loss) 

116.7 

129.4 

(9.0) 

Income before income taxes, equity in net income of unconsolidated 




companies and minority interest 

1.413.6 

1,694.8 

1.440.0 

Income taxes 

637.3 

810.4 

687.8 


776.3 

884.4 

752.2 

Equity in net income of unconsolidated companies and minority interest 

(10.6) 

20.8 

29.2 

Croup income 

$ 765.7 

$ 905.2 

$ 781.4 


Sec notes to Consolidated and Sears Merchandise Group summarized financial statements. 


Analysis of Operations 


Revenues of Sears Merchandise Group for 1985 were 
slightly higher than in 1984 when revenues increased 
$1.4 billion or 5.7 percent over 1983. Domestic 
finance charge revenues improved in 1985 due to in¬ 
creased average receivable balances. Slight decreases 
occurred in both domestic and international mer¬ 
chandising revenues where results were affected by a 
softness in the U.S. economy and a lower conversion 
rate of Canadian to U.S. dollars, respectively. The 
1984 improvement was primarily the result of strong 
performances by the domestic merchandising and 
credit operations. 

Compared with the previous year, Merchan¬ 
dise Group income in 1985 declined 15.4 percent or 
$139.5 million. Increases in net income of Credit and 
International operations were more than offset by the 
decrease in net income in Merchandising. Net income 
in Merchandising was affected by many factors in¬ 
cluding flat retail sales, lower gross margins, a LIFO 
charge for the effect of inflation and decreased earn¬ 
ings reported by the unconsolidated subsidiaries. 
Group income for 1984 increased $123.8 million or 
15.8 percent over 1983. The 1984 results were 
achieved through increased revenues, a larger LIFO 
credit and increased other income in Merchandising, 
improved expense controls in the Credit operations, 
and improved results in International operations. 

A discussion of the particular factors influenc¬ 
ing the individual operations within the Group fol¬ 
lows. 


Merchandising operations in the United States ac¬ 


counted for 81.2 percent of Group revenues in 1985. 


$ millions 


1985 

1984 

1983 

Merchandise sales and services 

$21,549.7 

21,670.6 

20.438.7 

Cost of sales, buying and 

occupancy expense 

$ 

14,533.5 

14,283.1 

13,419.8 

Ratio to sales 


67.4% 

65.9 

65.7 

Selling and administrative 

expense 

$ 

6,296.3 

6.240.7 

5.851.7 

Ratio to sales 


29.2% 

28.8 

28.6 

Operating income 

$ 

693.7 

1.113.0 

1,142.9 

Ratio to sales 


3.2% 

5.1 

5.6 

Merchandising income 

$ 

446.8 

655.5 

654.3 

Ratio to sales 


2.1% 

3.0 

3.2 

Net sales per square foot 

(dollars) 

$ 

337 

340 

321 

Merchandise inventories— 

LIFO basis 

S 

3.589.5 

4,024.9 

3.061.2 

Merchandise inventories— 

FIFO basis 

$ 

4,034.6 

4.412.0 

3.549.6 

Merchandise on order at 

Dec. 3! 

$ 

3,594.6 

3,932.2 

3,833.6 


A slight decrease in merchandise sales and services in 
1985 followed a $1.2 billion, 6.0 percent increase in 
1984 over the prior year. An analysis of net sales by 
cate gory foll ows: 



1985 

1984 

1983 

Retail merchandise 

72.0% 

71.9% 

72.4% 

Catalog merchandise 

17.0 

17.9 

18.1 

Service 

8.7 

7.9 

7.1 

Industrial 

2.3 

2.3 

2.4 

Total net sales 

100% 

100% 

100% 
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Sears Merchandise Group 

Analysis of Operations continued 


The ratio of cost of sales, buying and oc¬ 
cupancy expense to sales increased 1.5 percent in 
1985. A LIFO charge of $58.0 million in 1985 versus 
a credit of $101.3 million in 1984, inventory liquida¬ 
tion costs, and downward pressure on gross margins 
caused by the competitive environment in the retail 
industry were the principal factors in the increase. 

In 1984 this ratio increased 0.2 percent due primarily 
to a highly competitive pricing situation which caused 
gross margins to decrease, partially offset by tight con¬ 
trol of buying and occupancy expenses, an increased 
LIFO credit and customer emphasis toward higher- 
quality goods. 

Selling and administrative expense as a per¬ 
cent of sales increased 0.4 percent in 1985 following a 
0.2 percent increase in 1984. The ratio in both years 
was affected by expenses related to the Store of the 
Future conversion. Additionally, 1985 was impacted 
by one-time expenses for field staff restructuring. 

Merchandising operating income for 1985 de¬ 
creased 37.7 percent from the previous year which 
was down 2.6 percent from 1983. The decline in both 
years reflects the previously mentioned underlying 
factors affecting the ratio of cost of sales, buying and 
occupancy expense and selling and administrative ex¬ 
pense to sales. 

Several under-utilized properties were sold, 
resulting in after-tax gains of$19.9, $32.6 and $15.3 
million in 1985, 1984 and 1983, respectively. 

When compared with 1984, Merchandising 
income for 1985 decreased 31.8 percent due primarily 
to the decline in operating income. The 1984 results 
were achieved through a strong sales performance and 
a continuing effort to contain costs and expenses. 

Credit operations in the United States contributed sig- 


nificantly to the Group’s 

1985 results. 



$ millions 

1985 

1984 

1983 

Customer receivable balances 

at Dec. 31 

SI 1.539.3 

11,632.7 

10,215.8 

Balances sold at Dec. 31 

S 2.361.5 

1,294.6 

613.3 

Average account balance 

(dollars) 

$ 495 

472 

423 

Finance charge revenues 

$ 2,097.8 

1,894.5 

1,404.5 

Credit sales as percentage 

of gross sales 

62.0% 

61.7 

58.9 

Yield on receivables 

17.7% 

17.6 

17.2 

Provision for uncollectible 

accounts 

$ 224.2 

159.9 

130.2 

Ratio to credit sales 

1.35% 

.98 

.90 

Ratio of net charged-off 

accounts to credit sales 

1.24% 

.75 

.71 

Percentage of accounts 
delinquent three or more 

months to total 

1.18% 

.96 

.83 

Interest expense 

$ 872.8 

821.7 

579.9 

Credit income as recorded 

$ 293.5 

243.5 

143.6 

Ratio to credit sales 

1.8% 

1.5 

1.0 

Pro forma credit income 

$ 139.0 

68.1 

28.1 

Ratio to credit sales 

.8% 

.4 

.2 


Finance charge revenues, which exclude 
revenues on accounts sold, increased 10.7 percent in 
1985 due to higher average balances outstanding. The 
higher balances resulted from increased credit sales, 
partially offset by an increase in the average amount 
of sold receivables compared to the prior year. In 

1984, where there was a reduction in the average 
amount of receivables sold, these same factors com¬ 
bined to produce a 34.9 percent increase in finance 
charge revenues. 

The provision for uncollectible accounts in¬ 
creased 40.2 percent in 1985 to provide for the cur¬ 
rent trend in delinquencies. Interest expense in¬ 
creased 6.2 percent in 1985, as lower effective interest 
rates were more than offset by the additional debt 
necessary to finance the increased receivable balances. 
In 1984, increased debt and a higher effective interest 
rate resulted in a 41.7 percent increase in interest ex¬ 
pense. 

The growth in Credit income for 1985 is 
attributable to increased finance charge revenue, 
lower effective interest rates, continued emphasis on 
expense control and a $33.3 million after-tax gain 
recognized on the sale of receivables. These same fac¬ 
tors, combined with improved revenue yield, had a 
positive influence on 1984 income when the after-tax 
gain on sold receivables was $17.9 million. 

Pro forma credit income is based upon 
financing average net customer receivable balances 
entirely with debt. This basis, when compared to the 
amount of pooled Corporate debt actually allocated to 
Credit, would have resulted in additional average 
debt of $3,156.9, $2,985.1 and $2,425.6 million for 

1985, 1984 and 1983, respectively, and additional in¬ 
terest expense of $324.6, $368.7, and $242.4 million 
for the same three years. 

International operations are conducted in Canada and 
Mexico. Revenues of International operations trans¬ 
lated to U.S. dollars totaled $2.9 billion in both 1985 
and 1984 compared with $3.2 billion in 1983. While 
Sears Canada revenues for 1985 increased 3.9 percent 
in Canadian dollars, translation to U.S. dollars result¬ 
ed in a slight decrease. Translation adjustments in 
Canada, discontinued operations in South and Cen¬ 
tral America and the transfer of Puerto Rico opera¬ 
tions for reporting purposes to domestic merchandis¬ 
ing effective Jan. 1, 1984, accounted for the 1984 
reduction in revenues when compared to 1983. 

International operations after minority inter¬ 
est contributed $25.4 million to Group income in 
1985 compared with $6.2 million in 1984 and a loss 
of $16.5 million in 1983. Improved gross margins in 
Canada and lower overall interest rates more than 
offset the effect of currency devaluations in Canada 
and Mexico in the current year. The 1983 loss includ¬ 
ed after-tax capital losses of $33.9 million related to 
the disposition of certain subsidiaries. 
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Statements of Financial Position 


millions 


December 31 


1985 

1984 

Assets 



Current assets 



Cash 

% 405.0 

$ 168.5 

Retail customer receivables (note 1) 

12,502.3 

12,538.0 

Less: Allowance for uncollectible accounts and unearned finance charges 

242.2 

220.1 


12,260.1 

12.317.9 

Other receivables 

222.7 

242.8 

Inventories 

4,092.5 

4,521.8 

Prepaid expenses and deferred charges 

1.203.8 

979.4 

Total current assets 

18.184.7 

18,230.4 

Property and equipment 



Land 

246.6 

263.6 

Buildings and improvements 

3,041.8 

2.954.4 

Furniture, fixtures and equipment 

2,835.7 

2.740.5 

Capitalized leases 

286.0 

292.0 


6.410.1 

6.250.5 

Less accumulated depreciation 

2,842.8 

2.742.4 

Total properly and equipment, net 

3.567.3 

3,508.1 

Investments in and advances to unconsolidated companies 

257.5 

262.5 

Goodwill 

34.3 

37.3 

I'otal assets 

22,043.8 

22.038.3 

Liabilities 



Current liabilities 



Accounts payable and other liabilities 

2.278.9 

2.185.1 

Short-term borrowings 

1,781.2 

2.136.9 

Deferred income taxes 

1,983.0 

1,960.7 

Unearned maintenance agreement income 

741.2 

686.9 

Other taxes 

362.3 

359.5 

Total current liabilities 

7.146.6 

7,329.1 

Long-term debt and capitalized lease obligations 

7.744.5 

7,528.5 

Deferred income taxes 

409.2 

326.1 

Minority interest and other 

183.0 

172.9 

Total liabilities 

15,483.3 

15,356.6 

Capital 

$ 6,560.5 

$ 6.681.7 


See notes to Consolidated and Sears Merchandise Group summarized financial statements. 
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Sears Merchandise Group 

Statements of Changes in Financial Position 


sources (uses) in millions 


Year Ended December 31 


ms 

1984 

1983 

( ash prodded b\ operations and retained in the business 

Group income 

S 765.7 

$ 905.2 

$ 781.4 

Depreciation 

314.1 

307.3 

289.5 

Deferred income taxes 

111.7 

266.6 

458.1 

Increase in unearned maintenance agreement income 

56.1 

110.6 

79.8 

Dividends from unconsolidated companies less than equity in net income 

(8.8) 

(21.1) 

(31.3) 

Cash provided by operations before changes in operating assets and 




liabilities 

1,238.8 

1,568.6 

1.577.5 

Decrease (increase) in inventories 

386.2 

(940.5) 

(64.4) 

Increase in accounts payable and other liabilities 

161.8 

359.5 

401.2 

Increase in other assets 

(208.2) 

(220.7) 

(156.7) 

Cash provided by operations 

1,578.6 

766.9 

1,757.6 

Dividends paid to Corporate 

(400.1) 

(443.0) 

(221.4) 

Cash provided In operations and retained in the business 

1,178.5 

323.9 

1.536.2 

Investments in operations 

Increase in retail customer receivables before sale of accounts 

(1.079.1) 

(2.158.4) 

(1,631.5) 

Net additions to property and equipment 

(393.9) 

(692.5) 

(366.9) 

Cost of Sears Canada Inc. acquisition, net of cash acquired 

— 

— 

(170.8) 

Change in investments and advances to unconsolidated companies 

10.7 

4.9 

(10.3) 

Net assets of subsidiaries disposed of (note 2) 

— 

8.5 

57.8 

Cash used h> investments in operations 

(1.462.3) 

(2.837,5) 

(2.121.7) 

Financing transactions 

Increase (decrease) in customer receivable balances sold 

1.066.9 

681.3 

(859.4) 

Net capital transfers from (to) Corporate 

(464.6) 

807.6 

(708.0) 

Net increase (decrease) in borrowings 

(81.4) 

991.8 

2,089.6 

( ash provided by financing transactions 

520.9 

2.480.7 

522,2 

Increase (decrease) in cash 

$ 237.1 

$ (32.9) 

$ (63.3) 


See notes to Consolidated and Sears Merchandise Group summarized financial statements. 

Analysis of Financial Condition 


Net funds provided by operations before dividends 
paid to Corporate were $1.6 billion in 1985 compared 
with $766.9 million in 1984 and $1.8 billion in 1983. 
A decrease in inventories provided funds in 1985, 
versus inventory increases using funds in 1984 and 
1983. The inventory position at Dec. 31, 1985 was in 
line with sales trends. Increases in accounts payable 
provided funds in all vears, although to a lesser extent 
in 1985. 

The increase in funds from operations, a 
more moderate increase in customer receivable 
balances, reduced net capital expenditures and an in¬ 
crease in customer receivable balances sold permitted 
Merchandise Group to make a substantial transfer of 
funds to Corporate in 1985. Significant increases in 
customer receivable balances and capital expenditures 
resulted in a flow of funds from Corporate in 1984, 
following a substantial transfer of funds to Corporate 
in 1983. 

During 1985, nine new Stores of the Future 
were opened, one in a new market and eight reloca¬ 


tions. In addition, four stores were opened in the 
small store merchandising concept, a program 
launched in 1985 to increase Sears presence in smaller 
markets. Also, 87 existing stores were completely 
retrofitted to the Store of the Future configuration. As 
of Dec. 31, 1985, there was a total of 206 new and 
remodeled stores featuring this new presentation. In¬ 
cluding the eight relocations, 12 stores were closed 
during the year. At Dec. 31, 1985, there were 799 
domestic retail stores with 111.9 million square feet 
of gross space, a decrease of 200 thousand square feet 
from 1984. 

Planned capital expenditures for 1986 are 
$470 million, with approximately $82.3 million to be 
used to increase presence in smaller markets and to 
open seven new Stores of the Future. The balance of 
funds will primarily be used to continue retrofitting 
existing stores to the Store of the Future concept, for 
Paint and Hardware store expansion, and for the nor¬ 
mal replacement of operating equipment. 
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Notes to Summarized Financial Statements 


Summary of significant accounting policies 

Basis of presentation 

The financial statements of Sears Merchandise Group 
include domestic and international merchandising 
and customer credit operations and certain wholly 
owned domestic subsidiaries directly related to retail 
distribution. The international operations consist of 
Sears Canada and Sears Mexico, which are 60.5 and 
100 percent owned, respectively. 

Unconsolidated companies 

The principal domestic companies, all manufacturers, 
which are carried at cost plus equity in undistributed 
net income since acquisition are: 

Roper Corporation (23% owned) 

DeSoto, Inc. (18% owned) 

Universal-Rundle Corporation (57% owned) 

Swift Textiles, Inc. (20% owned) 

Inventories 

Inventories of the domestic operations are valued at 
the lower of cost (using the last-in, first-out—LIFO 
method) or market by application of the Bureau of 
Labor Statistics price indices to inventories at their 
selling value. The LIFO method of inventory 
valuation is used to better match costs and revenues. 
In 1985, the LIFO adjustment to cost of sales was a 
charge of $58.0 million, compared with credits of 
$101.3 and $29.0 million in 1984 and 1983, respec¬ 
tively. If the first-in, first-out (FIFO) method of in¬ 
ventory valuation had been used instead of the LIFO 
method, inventories would have been $445.1 and 
$387.1 million higher at Dec. 31, 1985 and 1984, re¬ 
spectively. 

Inventories of International operations and 
Puerto Rico, which represent approximately 13 per¬ 
cent of Group inventories, are stated at the lower of 
cost (FIFO basis) or market as determined by the re¬ 
tail inventory method for store inventories and 
specific identification for warehouse inventories. 

Finance charge revenues 

Finance charges on customer credit accounts are 
recognized as earned. 


Debt and related interest expense 
Group debt includes borrowings by International sub¬ 
sidiaries in their respective countries. The debt of the 
domestic operations used to fund customer receiv¬ 
ables is legally the responsibility of Sears, Roebuck 
and Co., Sears Roebuck Acceptance Corp. (SRAC) or 
Sears Overseas Finance N.V. (SOFNV), and amount¬ 
ed to $8.2 and $8.3 billion at Dec. 31, 1985 and 1984, 
respectively. For the past five years, the percent of 
pooled Corporate debt and related interest expense al¬ 
located to the Group to finance receivables has ranged 
from 73.7 percent in the year ended Dec. 31, 1981 to 
81.7 percent in the year ended Dec. 31, 1985. Alloca¬ 
tion of short-term and long-term debt is based on the 
proportionate composition of the pooled Corporate 
debt, and interest expense on the average debt out¬ 
standing is charged at a rate equal to the average cost 
of all funds borrowed by Sears. Roebuck and Co.. 
SRAC and SOFNV. 

1. Retail customer receivables 

The Group sold selected revolving charge account 
balances, with proceeds of $2.2 billion, $1.3 billion 
and $206.5 million received in 1985, 1984 and 1983. 
respectively. As of Dec. 31, 1985 and 1984, the ag¬ 
gregate outstanding balances in such accounts were 
$2.4 billion and $1.3 billion, respectively. The 1985 
and 1984 sales relate to an agreement under which ac¬ 
count balances may be sold on a revolving basis up to 
$2 billion less any aggregate unrecovered amount (as 
defined). The commitment under the agreement was 
temporarily increased to $2.5 billion in December 
1985, until such time as the aggregate unrecovered 
amount is paid down to $2 billion. 

Receivables are currently sold with a limited 
repurchase liability for balances ultimately deter¬ 
mined to be uncollectible. The purchaser receives all 
cash collections and finance charge revenues and the 
Group earns a fee for administering the accounts sold. 

Retail customer receivables shown in the ac¬ 
companying statements of financial position include 
approximately $3.0 billion of domestic accounts and 
$275.7 million of foreign accounts at Dec. 31, 1985 
which will not become due within one year. These 
receivables are expected to earn finance charge reve¬ 
nue at annual percentage rates ranging from 12.5 to 
21.0 percent for the domestic accounts and 28.8 per¬ 
cent for the Canadian accounts. 

2. Disposition of subsidiaries 

Operations in Brazil and Venezuela were disposed of 
and other operations in Central America were closed 
in 1983. The disposition of these subsidiaries resulted 
in an after-tax loss of $33.9 million. 
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Allstate Insurance Group 

Statements of Income 


millions 


Year Ended December 31 


198$ 

1984 

1983 

Revenues 




Property-liability insurance premiums earned 

S 7.465.4 

$6,816.5 

$6,351.5 

Life-health insurance premium income 

1.840.6 

1,210.8 

924.3 

Non-insurance revenues 

46.5 

34.1 

41.1 

Investment income, less investment expense (note 1) 

1.026.4 

928.1 

807.4 

Total revenues 

10,378.9 

8.989.5 

8,124.3 

Costs and expenses 




Property-liability insurance claims and claims expense 

6.329.0 

5.675.8 

5,121.6 

Life-health insurance policy benefits 

1,617.2 

1,019.9 

776.3 

Policy acquisition costs (note 2) 

1.599.7 

1.401.3 

1.308.5 

Other operating costs and expenses 

541.0 

505.5 

501.4 

Total costs and expenses 

10.086.9 

8,602.5 

7.707.8 

Income before income taxes, net realized capital gains, equity in net income of 




unconsolidated companies and minority interest 

292.0 

387.0 

416.5 

Income tax benefit 




Current operations 

(233.4) 

(152.0) 

(104.9) 

Reduction in deferred taxes due to the Tax Reform Act of 1984 

— 

(60.0) 

— 


525.4 

599.0 

521.4 

Realized capital gains, less income taxes of $37.1, $29.4 and $16.5 

95.3 

71.4 

41.8 

Equity in net loss of unconsolidated companies 

(13.1) 

(6.2) 

(3.2) 

Minority interest 

(2.8) 

(3.5) 

(4.9) 

Group income 

$ 604.8 

$ 660.7 

$ 555.1 

Statements of Financial Position 

millions 



December 31 



1985 

1984 

Assets 




Investments (note 1) 




Bonds and redeemable preferred stocks, at amortized cost (market $9,515.2 and $7,535.8) 



State and municipal 


$ 7.610.2 

$ 6.974.0 

Other 


1,953.0 

1,626.6 



9.563.2 

8,600.6 

Common and preferred stocks, at market (cost $1,575.5 and $1,445.6) 


2.038.8 

1,653.8 

Mortgage loans 


1.159.0 

913.8 

Short-term 


347.8 

282.4 

Other 


557.2 

529.4 

Total investments 


13.666.0 

11,980.0 

Premium installment receivables 


1,105.1 

886.0 

Deferred policy acquisition costs (note 2) 


515.4 

441.6 

Property and equipment, net 


343.1 

280.8 

Accrued investment income 


274.5 

230.9 

Cash 


176.9 

136.7 

Investments in unconsolidated companies 


77.2 

67.3 

Other 


786.9 

529.7 

Total assets 


16.945.1 

14.553.0 

Liabilities 




Reserve for property-liability insurance claims and claims expense (note 3) 


5.804.5 

5.275.0 

Reserve for life-health insurance policy benefits 


2.242.8 

1,622.4 

Unearned premiums 


2.764.6 

2,402.1 

Income taxes 


482.0 

357.2 

Claim drafts outstanding 


268.4 

219.3 

Other liabilities and accrued expenses 


785.7 

625.4 

Total liabilities 


12,348.0 

10,501.4 

Capital (note 1) 


$ 4,597.1 

$ 4,051.6 


See notes to Consolidated and Allstate Insurance Group summarized financial statements. 
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Analysis of Operations 


Revenues of Allstate Insurance Group increased $1.4 
billion in ! 985 following an increase of$865.2 million 
in 1984. Property-liability and life-health premiums 
increased $648.9 and $629.8 million, respectively, in 
1985 and $465.0 and $286.5 million, respectively, in 
1984. 

Group income in 1984 included a one-time 
$60 million tax benefit due to the Tax Reform Act of 
1984. Excluding that benefit, Group income increased 
by $4.1 million in 1985 compared with an increase of 
$45.6 million in 1984. The slight income growth in 
1985 is attributable to the $18.9 million increase in 
life-health net income offset by a $ 14.8 million decline 
in property-liability net income. 


Property-liability insurance accounted for 79.4 
percent of Group revenues in 1985. 


$ millions 

1985 

1984 

1983 

Premiums written 

$7,857.0 

6,922.1 

6,480.2 

Premiums earned 

$7,465.4 

6,816.5 

6.351.5 

Claims and claims expense 

$6,329.0 

5,675.8 

5,121.6 

Claims and claims expense ratio 

84.8% 

83.3 

80.6 

Underwriting expenses 

$1,761.6 

1.578.4 

1.540.5 

Underwriting expense ratio 

23.6% 

23.1 

24.3 

Underwriting loss 

$ (625.2) 

(437.7) 

(310.6) 

Combined ratio 

108.4% 

106.4 

104.9 

Investment income, less expense 

$ 778.3 

734.7 

652.2 

Realized capital gains, before tax 

$ 124.5 

88.0 

53.4 

Income tax benefit 

$ 244.0 

151.4 

103.8 

Net income 

$ 490.2 

505.0 

469.0 


Premiums written increased 13.5 percent in 
1985 compared with a 6.8 percent increase in 1984. 
Improved new business sales, a continued high level 
of policyholder renewals and rate increases joined to 
increase the rate of premium growth in 1985. Com¬ 
petitive pressures moderated premium growth rates 
in prior years. 

Competition for quality business remains 
intense, especially in personal lines. The significant 
growth in Allstate premiums is in personal lines, 
which accounted for approximately 90 percent of 
Allstate’s property-liability business in 1985. Allstate 
has participated in significant rate increases in com¬ 
mercial lines, which the industry has taken over the 
past year-and-one-half. 

The property-liability insurance industry ex¬ 
perienced successive record underwriting losses in 
1985 and 1984. However the industry combined ratio 
leveled off at an estimated 117 percent largely as a 
result of the significant increases in commercial 
premiums. 

Although Allstate’s combined ratio remains 
well below industry averages, it increased two per¬ 
centage points in 1985, reflecting a decline in persona) 
lines underwriting results. The underwriting results in 
1985 were adversely affected by major storm losses. 
Hurricanes Elena and Gloria alone caused an addi¬ 
tional $65 million in storm losses in 1985 over 1984. 
Also contributing to the increased combined ratio in 
both years were the general upward trend in auto 
claim frequency resulting from increased miles driven 


and continuing increases in the average cost of claims. 
The impact of these trends has been partially offset by 
premium rate changes. The underwriting loss for 1985 
includes a realized gain of $39.2 million from the sale 
of properties no longer required for operations. 

Pre-tax net investment income increased 
$43.6 million or 5.9 percent in 1985 compared with 
an $82.5 million or 12.6 percent increase in 1984. Al¬ 
though new funds available for investment increased 
in 1985, declining interest rates reduced the rate of 
growth in investment income. The net investment in¬ 
come margin was 10.4 percent of premiums earned in 
1985 compared with 10.8 percent and 10.3 percent in 
the two prior years. 

Net income for the property-liability opera¬ 
tions decreased $14.8 million in 1985 compared with 
a $36.0 million increase in 1984. Investment income, 
tax benefits and realized capital gains have increased 
steadily in each of the past two years. These items 
more than offset the underwriting losses. 


Life-health insurance accounted for 20.1 per¬ 
cent of Group revenues for 1985. 


$ millions 


1985 

1984 

J 983 

Life insurance in force (billions) 

$ 

64.5 

54.3 

47.4 

Premium income 

$1,840.6 

1,210.8 

924.3 

Investment income, less expense 
Income before income taxes and 

$ 

248.1 

193.4 

155.2 

realized capital gains 

$ 

155.7 

111.5 

91.1 

Realized capital gains, before tax 
Income taxes (benefit) 

$ 

7.9 

12.8 

4.9 

Current operations 

$ 

46.4 

24.6 

10.7 

Due to Tax Reform Act of 1984 

$ 

— 

(60.0) 

— 

Net income 

$ 

1 14.1 

155.2 

82.8 


Premium income for the life-health opera¬ 
tions increased 52.0 percent in 1985 following an in¬ 
crease of 31.0 percent in 1984. The sale of group pen¬ 
sion products which began on Jan. 1, 1985 accounted 
for $320.7 million or approximately half of the 1985 
increase. Premium income for personal operations 
was $587.9 million for 1985, reflecting an annual 
compound growth rate of 32.2 percent for the last 
three years. Premium income for group operations 
(excluding pension products) was $932.0 million for 
1985, reflecting an annual compound growth rate of 
20.3 percent for the last three years. 

The increases in investment income in 1985 
and 1984 were the result of the substantial growth in 
premiums. Since most of these funds were invested in 
taxable securities, income taxes on current operations 
also increased significantly in both years. 

Net income for 1985 was$! 14.1 million com¬ 
pared with $95.2 million in 1984 (adjusted to eliminate 
the $60 million one-time tax benefit). The increases of 
19.9 percent in 1985 and 15.0 percent in 1984 resulted 
from both the personal and group businesses. Net in¬ 
come growth is lower than revenue growth because 
much of the premium growth is in highly competitive, 
interest-sensitive products which provide narrower 
income margins. 
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Allstate Insurance Group 

Statements of Changes in Financial Position 


sources (uses) in millions 


Year Ended December 31 


1985 

1984 

1983 

Cash provided hy operations and retained in the business 

Group income 

Increase in insurance reserves 

Increase in unearned premiums 

Deferred income taxes 

Depreciation 

Increase in premium installment receivables 

Change in other operating assets and liabilities 

$ 604.8 
1.149.9 

362.5 

59.2 

38.4 

(219.1) 

(159.1) 

$ 660.7 

651.5 

93.3 

(34.6) 

35.6 

(85.5) 

(40.3) 

$ 555.1 
589.6 
125.0 
29.9 
32.0 

(70.7) 

(14.8) 

Cash provided by operations 

Dividends paid to Corporate 

1,836.6 

(252.0) 

1,280.7 

(274.3) 

1,246.1 

(193.1) 

Cash provided by operations and retained in the business 

1.584.6 

1.006.4 

1,053.0 

Investments in operations 

Increase in investments at cost 

Net additions to property and equipment 

(1,443.7) 

(100.7) 

(922.1) 

(46.5) 

(1,050.2) 

(25.7) 

Cash used by investments in operations 

(1,544.4) 

(968.6) 

(1.075.9) 

Financing transactions 

Net capital transactions 


(9.7) 

10.3 

Cash provided by (used by) financing transactions 

— 

19.7) 

10.3 

Increase (deTrease) in cash 

$ 40.2 

$ 28.1 

$ (12.6) 


See notes to Consolidated and Allstate Insurance Group summarized financial statements. 


Analysis of Financial Condition 

j 


Insurance premiums and investment income are All- 
state’s primary sources of new cash flow. Most insur¬ 
ance premiums are received in advance of the time 
earnings are recognized, while incurred claims and 
policyholder benefits are paid in subsequent periods. 
The resulting cash flow is invested until required for 
operations. New funds from operations totaled $1.8 
billion for 1985, an increase of 43.4 percent from the 
$1.3 billion from operations in 1984. Of the $3.4 bil¬ 
lion added to the investment portfolio during the 


last three years, 62 percent has been invested in tax 
exempt state and municipal bonds. Such investments 
amounted to $7.6 billion at year end 1985 and com¬ 
prised 55.7 percent of the $13.7 billion investment 
portfolio. Greater amounts are being invested in tax¬ 
able securities which support the interest sensitive 
products of the life company. Dividends paid to Sears, 
Roebuck and Co. during the last three years have 
averaged 39.5 percent of Group income for the same 
period. 


Notes to Summarized Financial Statements 


Summary of significant accounting policies 


Basis of presentation 

The financial statements of Allstate Insurance Group 
include property-liability insurance, life-health insur¬ 
ance and adjunct business operations such as Allstate 
Motor Club. 

The financial statements have been prepared 
on the basis of generally accepted accounting prin¬ 
ciples which vary from statutory accounting princi¬ 
ples prescribed or permitted by regulatory authorities. 
On a statutory basis, capital of the property-liability 
operations was $3.7 and $3.3 billion and capital of the 
life-health operations was $374.3 and $293.5 million 
at Dec. 31, 1985 and 1984, respectively. 


Investments 

Bonds, redeemable preferred stocks and mortgage 
loans are carried at amortized cost; other preferred 
and common stocks are carried at quoted market 
values; other investments, which include real estate, 
are primarily accounted for by the equity method. 

The difference between cost and market value 
of common and non-redeemable preferred stocks, less 
deferred income taxes and minority interest, is reflect¬ 
ed in capital. 

Realized capital gains and losses are deter¬ 
mined on a specific identification basis. 
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Property-liability insurance 

Premiums are deferred and earned on a pro rata basis 
over the terms of the policies. Certain costs of acquir¬ 
ing insurance business, principally agents" compensa¬ 
tion and premium taxes, are deferred and amortized 
to income as premiums are earned. 

The reserve for claims and claims expense is 
an accumulation of the estimated amounts, net of es¬ 
timated salvage and subrogation recoveries, necessary' 
to settle all outstanding claims, based upon the facts 
in each case and Allstate’s experience with similar 
cases. 


Realized capital gains (losses), less income 
taxes, and changes in unrealized net capital gains, less 
applicable tax effect and minority interest, for bonds 
and stocks were as follows: 


millions 

Year Ended December 31 


1985 

1984 

1983 

Bonds and redeemable preferred stocks 




Realized 

$( 38 . 8 ) 

$(42.7) 

$(84.0) 

Change in unrealized 

728.3 

(58.2) 

245.6 

Common and preferred stocks 




Realized 

123.8 

103.3 

124.5 

Change in unrealized 

183.8 

(101.7) 

82.5 


Life-health insurance 

Life and annuity (including group pensions) insur¬ 
ance premiums are recognized as income when due. 
Health insurance premiums are earned over the effec¬ 
tive period of the policy. Life, health and annuity 
policy benefit reserves are computed on the basis of 
assumed or guaranteed investment yields, assumed 
mortality and morbidity based on tables modified for 
Allstate’s experience, and assumed withdrawals and 
expenses. These assumptions, which for life insurance 
are applied using the net level premium method, in¬ 
clude provision for adverse deviation and generally 
vary by such characteristics as plan, year of issue and 
policy duration. 

Certain costs of acquiring insurance business, 
principally agents’ compensation, medical examina¬ 
tions and direct mail solicitation expenses, are 
deferred and amortized to income in proportion to 
the estimated premiums on such business. 

Related party transactions 

Insurance premiums include transactions with Sears, 
Roebuck and Co. and other affiliates. The effect on 
Group revenues and income is not material. 


1. Investments 

Investment income by category of investment was as 
follows: 


millions 

Year Ended December 31 


1985 

1984 

1983 

Bonds and redeemable preferred stock: 
State and municipal 

s 

$ 648.0 

$583.5 

$496.8 

Other 

172.5 

155.7 

i 49.1 


820.5 

739.2 

645.9 

Common and preferred stocks 

60.2 

58.6 

65.0 

Mortgage loans 

121.2 

77.5 

52.3 

Short-term 

42.0 

49.4 

50.1 

Other 

5.0 

23.4 

11.0 

Investment income, before expense 

1.048.9 

948.1 

824.3 

Investment expense 

22.5 

20.0 

16.9 

Investment income, less 
investment expense 

$1,026.4 

$928.1 

$807.4 


At Dec. 31,1985, the carrying value ofall investments, 
excluding common and preferred stocks, that were 
non-income producing during 1985 was$12.4million. 


Unrealized capital gains and losses on com¬ 
mon and preferred stocks included in capital at Dec. 
3L 1985 were as follows: 



Market 

Net 

uross Unrealized 
Unrealized Gams 

millions Cost 

Value 

Gains (Losses 1 

(Losses) 

Common and 
preferred stocks $1,575.5 

$2,038.8 

$501.6 $(38.3) 

$463.3 

Deferred income tax and minority interest 

127.2 

Total 



$336.1 


2. Deferred policy acquisition costs 
Policy acquisition costs deferred and amortized to in¬ 
come were as follows: 


millions Year Ended December 31 



1985 

1984 

1983 

Costs deferred and amortized 




Amount deferred 

$1,021.9 

$891.2 

$873.4 

Amount amortized to income 

948.1 

834.9 

822.9 


3. Reinsurance 

Allstate assumes and cedes insurance to participate in 
the reinsurance market, limit maximum losses and 
minimize exposure on large risks. Reinsurance ceded 
arrangements do not discharge Allstate as the primary 
insurer. 

At Dec. 31, 1985 and 1984. reserves for insur¬ 
ance claims and policy benefits are shown net of 
amounts ceded to other insurers of $786.1 and $737.9 
million. Insurance premiums assumed totaled $384.4 
and $396.1 million in 1985 and 1984. Insurance 
premiums ceded totaled $256.7 and $270.6 million 
for the same periods. 

Allstate participates in the reinsurance pro¬ 
grams of a municipal bond insurer. Allstate’s share of 
the largest single risk would be $7.4 million if the is¬ 
suer made no further payments of either principal or 
interest. Allstate’s aggregate exposure under the 
treaties as of Dec. 31, 1985, assuming all reinsured 
bond issues were the subject of simultaneous default 
and the issuers made no further payment of either 
principal or interest, was $1.3 billion. 


55 




















Dean Witter Financial Services Group 

Statements of Income 


millions 


Year Ended December 31 


1985 

1984 

1983 

Revenues 




Commissions 

S 507.1 

$ 433.3 

$ 526.4 

Interest 

1.566.9 

1,428.8 

880.9 

Investment banking 

264.4 

256.9 

307.2 

Trading 

225.8 

216.9 

249.9 

Other operating revenues 

292.4 

159.8 

143.5 

Total revenues 

2.856.6 

2,495.7 

2,107.9 

Costs and expenses 




Personnel 

870.1 

789.5 

762.1 

Interest 




Savings accounts 

455.4 

412.8 

308.8 

Other 

868.6 

819.2 

389.6 

Other operating costs and expenses 

644.1 

544.3 

457.0 

Total costs and expenses 

2.838.2 

2,565.8 

1,917.5 

Operating income (loss) 

18.4 

(70.1) 

190.4 

Income taxes (benefit) 

5.3 

(37.4) 

90.0 

Group income (loss) 

S 13.1 

$ (32.7) 

$ 100.4 


Statements of Financial Position 

millions 


December 31 


1985 

1984 

Assets 



Cash and invested cash 

$ 800.0 

$ 666.7 

Securities purchased under agreements to resell 

10,655.3 

7,115.9 

Mortgage, other loans and investments 

5,476.1 

5,263.5 

Securities, at market value (note 1) 

3,764.4 

2,240.7 

Receivable from clients and others-collateralized 

3,260.0 

2,265.7 

Finance installment notes 

738.9 

671.2 

Other assets 

1,277.9 

944.1 

Total assets 

25,972.6 

19,167.8 

Liabilities 



Securities sold under agreements to repurchase (note 3) 

12,122.9 

6,527.7 

Savings accounts and advances from Federal Home Loan Bank (note 2) 

5,293.7 

5,027.4 

Payable to clients and others 

2,633.5 

1,650.0 

Short-term borrowings (note 3) 

1,741.6 

1,345.3 

Securities sold but not yet purchased, at market value (note 1) 

1.253.8 

2,386.2 

Payable to Sears, Roebuck and Co. (note 4) 

650.0 

525.0 

Other liabilities 

1,336.8 

769.2 

Total liabilities 

25,032.3 

18,230.8 

Capital 

$ 940.3 

$ 937.0 


See notes to Consolidated and Dean Witter Financial Services Group summarized financial statements. 
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Analysis of Operations 


Revenues of Dean Witter Financial Services Group 
increased 14 percent in 1985 and 18 percent in 1984 
over the respective prior years. The 1985 increase was 
due to increased commission and fee revenue in the 
securities-related operations and increased interest 
revenue in the consumer banking operations. The 
1984 increase was principally due to increased interest 
revenues. 

The income reported by the Group in 1985 
was a $45.8 million improvement from the loss 
reported in 1984, and is primarily due to a more 
favorable retail securities market and an increase in 
the net interest margin of the consumer banking oper¬ 
ations. This improvement in operations was offset by 
losses attributable to Discover Card, a new credit and 
financial services card which was introduced in pilot 
markets in September, 1985, and which has been in¬ 
cluded in consumer banking operations since that 
time. The 1984 loss was due principally to an un¬ 
favorable securities market, higher interest rates, and 
expansion and development costs. 


Securities-related operations accounted for 71 percent 
of Group revenues in 1985. Statements of income 
follow: 


millions 

1983 

1984 

1983 

Commissions 

$ 507.1 

$ 433.3 

$ 526.4 

Interest 

858.2 

836.6 

376.9 

Investment banking 

264.4 

256.9 

307.2 

Trading 

225.8 

216.9 

249.9 

Other 

175.5 

101.2 

83.3 

Total revenues 

2,031.0 

1,844.9 

1,543.7 

Personnel expense 

766.7 

724.2 

71 1.1 

Interest 

763.7 

732.6 

283.1 

Other 

503.5 

481.8 

411.5 

Total expenses 

2,033.9 

1.938.6 

1,405.7 

Operating income (loss) 

(2.9) 

(93.7) 

138.0 

Income taxes (benefit) 

(3.1) 

(48,4) 

68.8 

Net income (loss) 

$ 0.2 

$ (45.3) 

$ 69.2 


Commission revenue increased 17 percent in 
1985, principally in listed securities, as a result of in¬ 
creased retail securities volume. Commission revenue 
decreased 18 percent in 1984 due to the sharp decline 
in the overall retail securities business. 

Net interest income decreased 9 percent in 
1985 as a result of the lower interest rate environment 
that prevailed throughout 1985, coupled with a higher 
overall ratio of interest-bearing liabilities to interest¬ 
earning assets. Net interest income rose 11 percent in 
1984 partially due to the higher interest rate environ¬ 
ment throughout 1984. Both interest revenue and ex¬ 
pense have continued to increase in 1985 and 1984 
due to higher levels of securities purchased under 
agreements to resell and securities sold under 
agreements to repurchase. 

Investment banking and trading revenues 
were aided by the strength of the securities market 
and the lower interest rate environment in 1985 in 


contrast to the opposite experience in 1984. Invest¬ 
ment banking revenues increased 3 percent in 1985 
principally as a result of increased underwritings and 
tax-advantaged investment sales. Reduced unit trust 
sales partially offset the 1985 increase and primarily 
accounted for the 16 percent decline in investment 
banking revenues in 1984. Most categories of trading 
revenues contributed to the 4 percent increase in 1985 
as compared with the 13 percent decline in 1984. 

Other operating revenues increased 73 percent 
in 1985 and 21 percent in 1984 over the respective 
prior years which was principally due to increased 
asset management and distribution fee revenues. 

Personnel expenses increased 6 percent in 
1985 and 2 percent in 1984 while other operating ex¬ 
penses increased 5 percent in 1985 and 17 percent in 
1984. Expenses related to the continued expansion of 
the sales force and offices and related operational sup¬ 
port were reflected in 1985 results. The impact of ex¬ 
pansion on 1984 personnel expenses was partially 
offset by a reduction in account executive compensa¬ 
tion as a direct result of reduced commission revenue. 
The income tax benefit in excess of the 1985 pre-tax 
loss resulted from the usual permanent book-tax 
differences, including tax exempt interest. 


Consumer banking operations accounted for 29 per¬ 
cent of Group revenues in 1985. A summary of key 
financial information follows: 


$ millions 


1985 

1984 

1983 

Interest revenue 

$ 

708.7 

592.2 

504.0 

Interest expense 

$ 

560.3 

499.4 

415.3 

Average short-term borrowing rate 


8.1% 

9.0 

8.9 

Net income 

$ 

12.9 

12.6 

31.2 

Return on average assets 


.19% 

.22 

.67 

Return on equity 

Loan volume; 


4.0% 

4.1 

10.9 

Real estate and other 

$1 

,271.0 

1,836.9 

1,554.9 

Automobile and home equity 

$ 

825.0 

953.6 

685.9 

Reserve for loan losses 


.54% 

.20 

.26 


Interest revenue, which comprises over 85 
percent of total revenues, increased 20 percent in 
1985 and 18 percent in 1984. The increases were 
primarily due to higher average loan portfolios, which 
in turn were due to strong consumer demand, market¬ 
ing efforts resulting in increased loan market share, 
and, in 1985, lower interest rates. 

Income for 1985 increased by 126 percent 
over 1984 prior to the inclusion of a $15.6 million 
loss attributable to Discover Card. This increase was 
due to an improvement in the net interest margin re¬ 
sulting from lower average borrowing rates experi¬ 
enced throughout 1985. Losses for Discover Card will 
continue throughout its national rollout in 1986. The 
60 percent decrease in 1984 income was caused by in¬ 
creased operating expenses attributable to new sys¬ 
tems development and increased loss provisions on 
mortgage loans and real estate investments. 
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Dean Witter Financial Services Group 
Statements of Changes in Financial Position 


sources (uses) in millions 


Year Ended December 31 


1985 

1984 

1983 

Cash provided b> operations and retained in the business 

Group income (loss) 

$ 13.1 

$ (32.7) 

$ 100.4 

Deferred income taxes 

73.6 

27.1 

4.1 

Depreciation and amortization 

49.5 

41.1 

27.2 

Change in other assets and liabilities 

12.6 

58.8 

(422.2) 

Cash provided by (used by) operations 

148.8 

94.3 

(290.5) 

Dividends paid to Corporate 

(9-6) 

(11.3) 

(35.0 

Cash provided by (used by) operations and retained in the business 

139.2 

83.0 

(325.6) 

Investments in operations 

Net decrease (increase) in securities, at market value 

(2,656.1) 

1,373.4 

(843.3) 

Increase in mortgage, other loans and investments 

(212.6) 

(1.236.3) 

(655.4) 

Decrease (increase) in finance installment notes 

(67.7) 

(176.3) 

68.2 

Net additions to property and equipment 

(46.7) 

(66.7) 

(37.0) 

Decrease (increase) in brokerage receivables 

(10.8) 

283.5 

(453.7) 

Cash provided by (used by) investments in operations 

(2,993.9) 

177.6 

(1,921.2) 

Financing and deposit-taking transactions 

Increase (decrease) in net agreements to resell or repurchase 

2,055.8 

(1,352.1) 

435.7 

Net increase in borrowings 

666.1 

380.8 

859.0 

Increase in savings accounts and advances from Federal Home Loan Bank 

266.3 

707.6 

1.187.0 

Inter-group capital transactions 

(0.2) 

19.7 

1.5 

Cash provided by (used by) financing and deposit-taking transactions 

2,988.0 

(244.0) 

2,483.2 

Increase in cash and invested cash 

$ 133.3 

$ 16.6 

$ 236.4 


See notes to Consolidated and Dean Witter Financial Services Group summarized financial statements. 


Analysis of Financial Condition 


Dean Witter Financial Services Group generated 
$148.8 million in new funds from operations before 
dividend payments to Corporate in 1985, compared 
with $94.3 million in 1984. Funds used by operations 
were $290.5 million in 1983. 

Securities-related operations provide a high degree of 
liquidity as most assets are readily convertible to 
cash. Cash and liquid assets, which consist principally 
of securities inventory, receivables from brokers, 
dealers and clients and securities purchased under 
agreements to resell, continue to represent more than 
90 percent of total securities-related assets. Securities 
inventory is financed principally by short-term bor¬ 
rowings and securities sold under agreements to 
repurchase, the latter significantly rising during the 
past several years as they have become lower cost 
financing alternatives. Letters of credit are utilized in 


lieu of cash or security margin deposits required by 
various clearing associations wherever possible. Por¬ 
tions of liabilities such as credit balances from clients, 
certain payables to brokers on securities transactions 
and other liabilities are non-interest bearing and, 
therefore, an important source of funds for the 
securities-related operations. 

Consumer banking operations collections on loans, 
which include customer loan repayment and sales of 
loans in the secondary market, amounted to $1,925.7 
million in 1985 compared with $1,423.3 million in 
1984 and $1,351.2 million in 1983. Savings and loan 
and consumer finance operations are able to meet 
their lending requirements with funds from consumer 
deposits and by borrowing from the Federal Home 
Loan Bank. Discover Card receivables will require 
funding as the operations expand nationwide in 1986. 
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Notes to Summarized Financial Statements 


Summary of significant accounting policies 


Basis of presentation 

The financial statements of Dean Witter Financial 
Services Group include securities brokerage and prin¬ 
cipal trading activity, investment banking, mutual 
fund and money management, savings, loan and 
related services, consumer finance services and mort¬ 
gage banking operations. 

Securities-related transactions 

Clients' securities transactions are recorded on set¬ 
tlement date with related commission revenues and 
expenses recorded on a trade date basis. Proprietary 
securities transactions are recorded on trade date. 
Securities are valued at market, and the unrealized 
gains and losses are included in income. 

Securities transactions under agreements to 
resell and repurchase are financing transactions and 
are carried at the contract amounts at which the 
securities will be resold or reacquired. Additionally, 
the Group takes possession of the securities under 
agreements to resell at the time such agreements are 
made. In the event the market value of such securities 
falls below the related reverse repurchase asset, the 
Group will generally request an incremental margin 
deposit in excess of a pre-approved credit limit from 
the other party to the agreement. 

Savings and loan transactions 

Interest on loans is credited to income as earned but 
only to the extent considered collectible. Interest is 
not accrued on loans three or more months delin¬ 
quent. Loan origination and commitment fees are 
generally recognized as income when the loan is 
recorded. 

Consumer finance revenues 

Revenues from finance installment notes are recog¬ 
nized as earned income using an accelerated amor¬ 
tization method, principally the Rule of 78. 

Mortgage banking revenues 

Fees for servicing loans for investors are recognized as 
income as the related mortgage payments are 
collected. 


1. Securities owned and securities sold but not yet 
purchased consist of the following: 


millions 

December 31, 1985 


Owned 

Sold but not 
yet purchased 

Money market instruments 

United States government 

$1,754.3 

$ 7.3 

and agency obligations 

1,019.7 

977.6 

Municipal bonds 

407.8 

27.1 

Corporate bonds 

341.2 

82.3 

Corporate stocks and options 

241.4 

159.5 

Total 

$3,764.4 

$1,253.8 


2. Savings accounts by type follow: 


millions 

December 31 

1985 1984 

Demand and passbook accounts 

$1,063.9 $ 947.6 

Consumer certificate accounts 

2,430.9 2.110.5 

$100,000 minimum certificate accounts 

1,426.3 1.526.6 

Total 

$4,921.1 $4,584.7 

Average annua! compounded interest rate 

8,57% 9.80' 

A summary of savings accounts by year of maturity 

follows: 


millions 

December 31 

1985 

Demand and passbook accounts 

$1,063.9 

Certificate accounts maturing in: 


1986 

2,852.1 

1987 

567.3 

1988 

191.9 

1989 

100.6 

1990 and thereafter 

145.3 

Total 

$4,921.1 


Based on historical experience, management 
anticipates a substantial portion of maturing accounts 
will be redeposited. 


3. Short-term borrowings 

To finance the purchase of securities by clients on 
margin and to facilitate the securities settlement 
process, the Group incurs demand obligations at 
the brokers’call loan rate of interest. At Dec. 31,1985 
the average cost of borrowings was 12.40 percent on 
$1.7 billion of unsecured loans. 

The effective interest rate on amounts 
borrowed on repurchase agreements was approxi¬ 
mately 7.06 percent at Dec. 31, 1985. 

4. Related party transactions 

At Dec. 31,1985 and 1984, the Group had short-term 
unsecured borrowings of $425 and $300 million, re¬ 
spectively, from Sears, Roebuck and Co. at an average 
interest rate of 8.0 and 9.3 percent. The Group also 
had long-term debt outstanding of $225 million at 
Dec. 31, 1985 and 1984, payable to Sears, Roebuck 
and Co. at an average interest rate of 10.1 percent in 
both years. 
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Coldwell Banker Real Estate Group 

Statements of Income 


millions 


Year Ended December 31 


1985 

1984 

1983 

Revenues 




Real estate commissions 

$710.9 

$602.8 

$475.8 

Real estate operations 

113.3 

104.3 

96.4 

Ancillary fees and other 

125.1 

118.6 

131.3 

Total revenues 

949.3 

825.7 

703.5 

Costs and expenses 




Commissions and direct costs 

469.4 

402.2 

332.6 

Operating and administrative 

455.4 

372.6 

335.6 

Interest 

22.8 

26.4 

25.8 

Total costs and expenses 

947.6 

801.2 

694.0 

Operating income 

1.7 

24.5 

9.5 

Gain on sale of property 

125.1 

104.3 

76.7 

Equity in income (loss) of real estate joint ventures (note 2) 

3.7 

(7.9) 

(10.2) 

Income before income taxes and equity in loss of unconsolidated company 

130.5 

120.9 

76.0 

Income taxes 

44.1 

45.0 

27.9 

Equity in loss of unconsolidated company 

(.3) 

(.1) 

(.1) 

Group income 

$ 86.1 

$ 75.8 

$ 48.0 


Statements of Financial Position 

millions 


December 31 


1985 

1984 

Assets 



Investments 



Real estate investments (note 1) 

$ 909.3 

$ 708.3 

Mortgage loans 

41.7 

26.6 

Investments in and advances to real estate joint ventures (note 2) 

37.9 

26.4 

Total investments 

988.9 

761.3 

Cash and invested cash 

93.8 

121.5 

Commissions and other receivables 

140.6 

152.0 

Office properties and equipment, less accumulated depreciation of $31.0 and $21.5 

120.2 

102.4 

Prepaid expenses and other assets 

107.7 

99.1 

Total assets 

1,451.2 

1,236.3 

Liabilities 



Long-term debt 

378.9 

375.8 

Loans payable 

160.2 

73.7 

Commissions payable 

27.4 

25.4 

Deferred income taxes 

15.7 

18.2 

Other liabilities 

299.1 

228.9 

Total liabilities 

881.3 

722.0 

Capital 

$ 569.9 

$ 514.3 


See notes to Consolidated and Coldwell Banker Real Estate Group summarized financial statements. 
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Analysis of Operations 


Cold well Banker Real Estate Group revenues rose 
$ 123.6 million or 15 percent to a record high in 1985, 
as compared with an increase of $122.2 million or 17 
percent in 1984, over the respective prior years. Ris¬ 
ing real estate commissions from brokerage opera¬ 
tions, which increased 18 percent and 27 percent in 
1985 and 1984, respectively, primarily accounted for 
the overall revenue growth. 

Residential real estate revenues, principally 
sales commissions, increased 28 percent in 1985 over 
the prior year to $453.0 million. In 1984 revenues 
were $353.9 million, representing a 17 percent in¬ 
crease over 1983. The national home resale market 
continued to improve in 1985 due to lower mortgage 
interest rates, a plentiful supply of mortgage funds 
and a generally stable economy. As a result of these 
favorable home market conditions, coupled with in¬ 
ternal expansion and acquisitions, Coldwell Banker 
(including affiliated franchisees) increased its market 
share to 7.5 percent in 1985 from 6.0 percent in 1984 
and 3.8 percent in 1983. Excluding franchisees, resi¬ 
dential operations had 714 offices at Dec. 31, 1985 as 
compared with 592 and 455 at Dec. 31, 1984 and 
1983, respectively. 

Commercial real estate revenues, primarily 
sales and lease commissions, increased 8 percent to 
$382.0 million in 1985 compared with a 21 percent 
increase to $353.9 million in 1984. Commercial’s ac¬ 
celerated internal expansion program, which in¬ 
creased the real estate brokerage office capacity by 10 
percent in 1985 and 9.6 percent in 1984, was partially 
responsible for 1985’s revenue improvement despite 
the country’s 1985 slowdown in economic activity. 
Commercial brokerage conducted business from 88 
offices at Dec. 31, 1985 versus 80 in 1984 and 73 in 
1983. 

Revenues from real estate operations, primar¬ 
ily rental income from shopping centers and office 
buildings, increased 9 percent in 1985 and 8 percent 
in 1984 over the respective prior years. Addition of 
new operating properties and higher rents, partially 
offset by loss of revenues due to sales of mature shop¬ 
ping centers, accounted for the overall increase in 
1985. These same factors, combined with higher 
tenant occupancy rates, caused the 1984 increase. 

Ancillary fees and other revenues increased 5 
percent in 1985 and decreased 10 percent in 1984. 


The 1984 decrease was due primarily to receipt of a 
$ 13.2 million capital management incentive fee in 1983 
upon the liquidation of a capital management fund. 

Total costs and expenses increased 18 percent 
in 1985 and 15 percent in 1984 over the respective 
prior years. Increased commissions and direct costs, 
which vary directly with commission revenues, and 
increased salaries, advertising and other operating 
costs, resulting primarily from the accelerated interna! 
expansion and acquisition program, accounted for 
most of the increases in both years. 

Operating income decreased $22.8 million in 
1985 because of the accelerated internal expansion 
program in the residential and commercial business 
segments and also as a result of the Group’s sales of 
mature shopping centers. The $15.0 million increase 
in operating income in 1984 was primarily due to im¬ 
proved results from commercial real estate activity 
arising from the surge in the nation’s economic activi¬ 
ty in 1984. 

Gains on sale of property increased 20 per¬ 
cent in 1985 compared with a 36 percent increase in 
1984 over the respective prior years. In 1985, after-tax 
gains of $80.4 million resulted from the sales of two 
wholly owned regional shopping centers, a 42 percent 
interest in a regional mall, several small joint venture 
properties and various land parcels. In 1984, the 
$64.7 million after-tax gains were from the sales of 
one wholly owned shopping center, three joint ven¬ 
ture shopping malls and certain land. The sale of one 
wholly owned shopping center, two joint venture 
properties and peripheral land primarily accounted 
for the 1983 after-tax gains of $46.7 million. 

In 1985, the Group’s share of real estate joint 
venture operating results turned nominally profitable 
as compared with fairly significant losses in the prior 
two years. This was principally due to increasing im¬ 
provement in the shopping center operations con¬ 
ducted by the various joint venture partnerships and 
decreased market valuation reserve requirements. 

Group income in 1985 was 14 percent or 
$ 10.3 million higher than in 1984 as a result of the 
higher after-tax gains on sale of property and im¬ 
proved joint venture operations. In 1984, higher gains 
on sale of property and improved operating income 
were the main reasons for the $27.8 million increase 
in Group income over 1983. 
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Coldwell Banker Real Estate Group 

Statements of Changes in Financial Position 


sources (uses) in millions 


Year Ended December 31 


1985 

1984 

1983 

Cash provided by operations and retained in the business 




Group income 

$ 86.1 

$ 75.8 

$ 48.0 

Carrying value of real estate dispositions 

127.1 

48.1 

46.3 

Depreciation and amortization 

35,9 

32.9 

31.4 

Change in other non-cash items 

5.0 

10.0 

(2.7) 

Increase (decrease) in loans payable and other liabilities 

147.5 

58.8 

(44.4) 

Decrease (increase) in other assets 

(29.5) 

9.7 

(45.0) 

Cash provided by operations 

372.1 

235.3 

33.6 

Dividends paid to Corporate 

(34.5) 

(33.5) 

(16.3) 

Cash provided b> operations and retained in the business 

337.6 

201.8 

17.3 

Investments in operations 




Purchase and development of real estate 

(357.3) 

(225.8) 

(203.2) 

Decrease (increase) in investments 

(15.1) 

(7.1) 

72.) 

Cash used by investments in operations 

(372.4) 

(232.9) 

(131.1) 

Financing transactions 




Net increase in borrowings 

3.1 

85.6 

105.8 

Capita! contributions 

4.0 

2.9 

6.0 

Cash provided by financing transactions 

7.1 

88.5 

111.8 

Increase (decrease) in cash and invested cash 

$(27.7) 

$ 57.4 

$ (2.0) 

See notes to Consolidated and Coldwell Banker Real Estate Group summarized financial statements. 



Analysis of Financial Condition 




Funds provided from operations were $372.1 million 

Roebuck and Co. and the purchase of new brokerage 

in 1985 compared with $235.3 million in 1984 and 

offices and furnishings for commercial and residential 

$33.6 million in 1983, and included dispositions of 

operations. 



real estate properties. An increase in loans payable 

Liquidity sources for the operation and 

and other liabilities also provided a major source of 

development of wholly owned real estate properties 

funds in the years 1985 and 1984. A decrease in in- 

(mainly shopping centers) are cash flows from center 

vestments in 1983, which was primarily due to de- 

operations, net proceeds from real estate sales, com- 

creased residential relocation property held for resale, 

mercial paper issues and borrowings on real estate 

provided funds in that year. 

properties. Joint venture shopping centers and office 


Principal uses of funds were for the purchase 
and development of real estate properties, purchase of 
residential relocation property held for resale, par¬ 
ticularly in 1985, payment of dividends to Sears, 


buildings are developed primarily with borrowings 
related to those joint ventures and which, accordingly, 
are not included in the above figures. 
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Notes to Summarized Financial Statements 


Summary of significant accounting policies 


Basis of presentation 

The financial statements of Coldwell Banker Real 
Estate Group include real estate development, man¬ 
agement, brokerage and related financial services. The 
Group carries its investment in joint ventures at cost 
plus its undistributed share of earnings and losses 
since inception. 

Real estate 

Real estate commissions on sales arc credited to in¬ 
come upon close of escrow or upon transfer of title. 


Real estate leasing commissions are credited to in¬ 
come generally upon occupancy by tenant. Sales and 
leasing commissions expense are recorded concur¬ 
rently with the income transactions to which they 
relate. Percentage rental revenue is based on tenant 
sales and is recognized in the period in which the sales 
occur. Initial leasing costs applicable to company- 
owned real estate are deferred and amortized over the 
average life of the related leases on a straight-line 
basis. 


1. Real estate investments 


millions 


December 3 

1, 1985 


December 31,1984 


Operating 

Held for 
or under 
development 

Total 

Operating 

Held for 
or under 
development 

Total 

Land 

$ 48.0 

$147.3 

$195.3 

$ 43.2 

$127.0 

$170.2 

Buildings, improvements and equipment 

600.3 

.1 

600.4 

509.1 

— 

509.1 

Construction and development costs 

— 

142.5 

142.5 

— 

110.5 

1 10.5 

Residential properly held for resale 

52.4 

.9 

53.3 

5.3 

.8 

6.1 


700.7 

290.8 

991.5 

557.6 

238.3 

795.9 

Accumulated depreciation and amortization 

82.2 

— 

82.2 

85.2 

2.4 

87.6 

Total 

$618.5 

$290.8 

$909.3 

$472.4 

$235.9 

$708.3 


The amount of interest and taxes capitalized in con¬ 
nection with property held for or under development 
was $23.5, $18.3 and $11.9 million for the years end¬ 
ed Dec. 31, 1985, 1984 and 1983, respectively. 

2. Real estate joint ventures 

At the end of 1985, Homart was a partner in 22 joint 
ventures formed to develop and operate regional 
shopping centers and other commercial property. 
Homart, with its partners, has jointly and/or severally- 
guaranteed $154.8 million in borrowings for joint 
ventures in which it is a partner. 

At Dec. 31, 1985 and 1984, combined joint 
venture assets (primarily shopping centers and 


properties under development) totaled $480.2 and 
$376.7 million and liabilities (primarily long-term 
debt and construction loans) totaled $350.7 and 
$367.0 million, respectively. Joint venture revenues 
for the years ended Dec. 31, 1985, 1984 and 1983 
were $101.7, $103.9 and $95.7 million, respectively. 
Operating income before gains on property sales was 
$9.0 million in 1985, compared with losses of $5.0 
and $7.2 million for the years 1984 and 1983. 
Homart’s share of joint venture gains on property 
sales of $4.1, $0.7 and $5.7 million for the years 1985, 
1984 and 1983 are included in the caption “Gain on 
sale of property” in the accompanying statements of 
income. 
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Sears World Trade, Inc. 
Statements of Income 


millions 

Year Ended December 31 


1985 

1984 

1983 

Revenues 

$236.4 

$189.4 

$ 79.1 

Costs and expenses 




Cost of sales 

181.3 

138.7 

57.1 

Selling, general and administrative 

72.9 

93.3 

44.1 

Interest 

2.0 

3.5 

.4 

Total costs and expenses 

256.2 

235.5 

101.6 

Operating loss 

(19.8) 

(46.1) 

(22.5) 

Other income 

1.5 

.7 

.2 

Loss before income taxes and equity in net income (loss) of unconsolidated companies 

(18.3) 

(45.4) 

(22.3) 

Income tax benefit 

(8.1) 

(21.1) 

(9.9) 

Equity in net income (loss) of unconsolidated companies 

(.3) 

(.5) 

.3 

Net loss 

$(10.5) 

$(24.8) 

$(12.1) 

Analysis of Operations and Financial Condition 


Sears World Trade, Inc. conducts international sourc¬ 
ing and marketing activities in the areas of consumer, 
light industrial, agribusiness and forest products. In 
addition, services such as consulting, countertrade, 
trade finance and logistics management are marketed 
to support product trading. 

Effective Jan. 1, 1986, SWT expanded its in¬ 
ternational marketing and distribution capabilities by 
acquiring a controlling interest in certain trading 
operations of Hagemeyer N.V. located in Europe, the 
Americas, the Far East, Australia and New Zealand. 
Hagemeyer N.V. is a general trading company head¬ 
quartered in the Netherlands. SWT also acquired a 
minority interest in the remaining operations of 
Hagemeyer, consisting principally of certain South¬ 
east Asian and Dutch trading companies. The total 
purchase price for both the controlling and minority 
interests was $23.8 million. In 1985, total revenues of 
those companies in which SWT acquired a controlling 
interest amounted to $71.0 million. 

Revenues of SWT primarily consist of the 
sales value of the transactions for which SWT acts as 
principal, and commissions earned for those transac¬ 
tions for which SWT acts as an agent. Revenues for 
1985 increased 25 percent over 1984, primarily as a 
result of a shift from agency to principal transactions. 
The$l 10.3 million increase in 1984 revenues was due 
primarily to the acquisition in the fourth quarter of 
1983 of Price & Pierce (Holding Company) Limited. 
Price & Pierce is a British company which operates as 
timber and pulp agents and brokers. 


Gross trading volume, which represents the 
total value of transactions in which SWT participates 
either as a principal or an agent, amounted to $592.5, 
$594.5 and $172.4 million in 1985,1984 and 1983, re¬ 
spectively. 

The net loss for 1985 amounted to $10.5 mil¬ 
lion compared with net losses of $24.8 million and 
$12.1 million in 1984 and 1983, respectively. The 
reduced loss in 1985 was the result of cost contain¬ 
ment measures introduced in the latter part of 1984 
together with certain non-recurring costs incurred in 
1984 associated with a repositioning of the company. 

The assets and liabilities ofSWT were primar¬ 
ily short term: 


(millions) _ December 31 



1985 

1984 

Assets 



Cash 

$17,2 

$13.4 

Receivables 

85.6 

73.6 

Inventories 

22.7 

8.2 

Property, equipment and other 

20.3 

18.7 

Total assets 

145.8 

113.9 

Liabilities 



Accounts payable and accrued expenses 

73.1 

58.1 

Short-term borrowings 

9.9 

6.4 

Other liabilities 

7.4 

7.1 

Total liabilities 

90.4 

71.6 

Capital 

$55.4 

$42.3 


The operations of SWT have been financed 
by capital contributions from Sears, Roebuck and Co. 
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Sears, Roebuck and Co. 

Responsibility for Financial Statements 


The financial statements, including the financial 
analysis and all other information in this annual 
report, are the responsibility of the company. The 
financial statements herein have been prepared from 
accounting records which the company believes fairly 
and accurately reflect its transactions and financial 
position. The company has a system of internal con¬ 
trols which it believes provides reasonable assurance 
that, in all material respects, assets arc maintained 
and accounted for in accordance with management’s 
authorizations and transactions are recorded accu¬ 
rately in the books and records. 

The company’s comprehensive internal 
audit program is designed for continual evaluation of 
the adequacy and effectiveness of its internal controls, 
and measures adherence to established policies and 
procedures. The company’s formally stated and com¬ 
municated policies demand of employees high ethical 
standards in their conduct of its business. 


The Audit Committee of the Board of Direc¬ 
tors is comprised entirely of directors who are not em¬ 
ployees of the company. The committee reviews audit 
plans, internal controls, financial reports and related 
matters and meets regularly with the internal auditors 
and public accountants. 

Touche Ross & Co., independent certified 
public accountants, have examined the financial state¬ 
ments of the company. Their opinion on the financial 
statements is presented below. 


Edward A. Brennan 
Chairman of the Board 
and Chief Executive Officer 

Richard M. Jones 
President and 
Chief Financial Officer 

John S. Vivian 
Vice President and 
Corporate Comptroller 


Accountants' Report 


To the Shareholders and Board of Directors of 
Sears, Roebuck and Co.: 


We have examined the Consolidated Statements of 
Financial Position of Sears, Roebuck and Co. as of 
December 31, 1985 and 1984, and the related Con¬ 
solidated Statements of Income, Shareholders’ Equity 
and Changes in Financial Position for each of the 
three years in the period ended December 31, 1985. 
Our examinations were made in accordance with gen¬ 
erally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such 
other auditing procedures as we considered necessary 
in the circumstances. 


In our opinion, the financial statements 
referred to above present fairly the financial position 
of Sears, Roebuck and Co. as of December 31, 1985 
and 1984, and the results of its operations and the 
changes in its financial position for each of the three 
years in the period ended December 31, 1985, in con¬ 
formity with generally accepted accounting principles 
applied on a consistent basis. 



&4Al 



Chicago, Illinois 
March 18, 1986 
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Sears, Roebuck and Co. 

Supplemental Financial Information Regarding Inflation (Unaudited) 


In accordance with Financial Accounting Standards 
Board (FASB) Statement Nos. 33 and 82 regarding 
financial reporting and changing prices, the company 
is providing the following supplementary information 
which is an effort to quantify the effects of changing 
price levels. Required disclosures include selected 
financial information computed on a Current Cost 
basis, which reflects specific price changes. 


The following data involves the use of numer¬ 
ous assumptions and estimates. It must be interpreted 
with care in assessing the effect of inflation on the 
company. Statement No. 33 prohibits any adjust¬ 
ment of historical income tax expense. As a result, 
the effective income tax rate that results under the 
inflation adjusted data varies significantly from the 
company’s 1985 historical effective income tax rate. 


Selected Data for 1985 Adjusted for Effects of Changing Prices 


millions in average 1985 dollars 

Net income as reported 


$1,303 

Adjustments to restate costs for the effect of changes in current costs 



Cost of goods sold 

$ 1 


Depreciation expense 

197 


Gain on sale of property 

78 

276 

Net income adjusted for changes in current costs 


1,027 

Loss from decline in purchasing power of net monetary assets 


(56) 

Increase in current costs of assets held during the year 



Inventories 

65 


Property and equipment 

285 

350 

Effect of increase in general price level 



Inventories 

177 


Property and equipment 

251 

428 

Excess of increase in general price level over increase in current costs 


78 


During periods of rising prices such as 1985, 
the holding of monetary assets results in a loss of gen¬ 
eral purchasing power. Similarly, holding monetary 
liabilities results in a gain of general purchasing power 
because the amount of money required to settle 
liabilities represents dollars of diminished purchasing 
power. Due to the nature of Sears, Roebuck and Co.’s 
businesses, the company employs relatively large 
amounts of monetary assets, particularly in the insur¬ 
ance operations, and smaller amounts of monetary 
liabilities, resulting in a purchasing power loss during 
the year. 

At Dec. 31, 1985, the current cost of inven¬ 


tories was $4.5 billion and the current cost of net 
property and equipment, including rental proper¬ 
ties, was $8.9 billion. The historical net costs are 
$4.1 and $5.4 billion, respectively. 

The current cost of inventory, net property 
and equipment, and cost of goods sold has been es¬ 
timated based upon various methods including in¬ 
dexation and direct pricing. 

The current cost of depreciation has been es¬ 
timated based upon the above restatements of 
property and equipment using the same useful lives 
and depreciation methods utilized in preparing the 
historical cost financial statements. 
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Five-Year Comparison of Selected Financial Data 
Adjusted for Effects of Changing Prices 


millions, except per common share data 






(Data adjusted to average 1985 dollars, except for as 

reported amounts) 

1985 

1984 

1983 

1982 

1981 

Revenues as reported 

$40,715 

$38,828 

$35,883 

$30,020 

$27,357 

Amounts as reported 

Net income 

1,303 

1,455 

1,342 

861 

650 

Net income per common share 

3.53 

4.01 

3.80 

2.46 

2.06 

Net assets at year end 

11,794 

10,911 

9,787 

8,812 

8,269 

Amounts adjusted for current costs 

Net income 

1,027 

1,264 

1,032 

517 

373 

Net income per common share 

2.77 

3.48 

2.91 

1.47 

1.18 

Net assets at year end 

16,245 

15.746 

14,819 

14,037 

13,908 

Excess of increase in general price level over increase in 

current costs 

78 

208 

87 

99 

65 

Gain (loss) from decline in purchasing power of net 

monetary items 

(56) 

(61) 

(51) 

12 

(112) 

Cash dividends declared per common share 

As reported 

$1.76 

$1.76 

$1.52 

$1.36 

$1.36 

Adjusted to average 1985 dollars 

1.76 

1.82 

1.64 

1.51 

1.61 

Book value per common share at year end 

As reported 

$31.71 

$29.48 

$27.60 

$25.08 

$23.77 

Adjusted to year end 1985 dollars 

31.71 

30.59 

29.77 

28.08 

27.64 

Closing market price per common share at year end 

As reported 

$39.00 

$31.75 

$37,125 

$30,125 

$16,125 

Adjusted to year end 1985 dollars 

39.00 

32.95 

40.05 

33.74 

18.76 

CPI-U (1967-100) 

Year average 

322.2 

311.1 

298.4 

289.1 

272.4 

End of calendar year 

327.4 

315.5 

303.5 

292.4 

281.5 
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Sears, Roebuck and Co. Directors and Officers 


Directors 


Edward A. Brennan 
Chairman of the Board and 
Chief Executive Officer 
1*,2,5*,6,7. 

Richard M. Jones 
President and 

Chief Financial Officer 1,2*,7. 
William I. Bass 
Chairman and Chief Executive 
Officer, Sears Merchandise 
Group 1,2,7. 

Warren L, Batts 
President and 
Chief Operating Officer, 

Dart & Kraft, Inc. 4. 

William O. Beers 
Former Chairman of the Board 
and Chief Executive Officer, 
Kraft, Inc. 1,3,4*,5. 

Donald F. Craib, Jr. 

Chairman and Chief Executive 
Officer, Allstate Insurance 
Group 1,2. 

E. Mandell de Windt 
Chairman of the Board and 
Chief Executive Officer, Eaton 
Corporation 3*,4,5. 

Robert M. Gardiner 
Chairman and Chief Executive 
Officer, Dean Witter Financial 
Services Group 1,2. 


Sybil Collins Mobley 
Dean, School of Business 
and Industry, Florida A&M 
University 4,6,7. 

Norma Pace 

Senior Vice President, American 
Paper Institute, Inc. 2,4,6*,7. 
Nancy Clark Reynolds 
President and a partner of 
Wexler, Reynolds, Harrison 
& Schule 4,6. 

Clarence B. Rogers, Jr, 

Senior Vice President, 
International Business Machines 
Corporation 2,3,4. 

Julius Rosenwald II 
Business Consultant 1,4,6. 
Donald H. Rumsfeld 
Former President and C.E.O., 
Chairman of G. D. Searle &. Co. 
until October 1985; consultant 
and lecturer 1,2,5. 

Edgar B. Stern, Jr. 

Chairman of the Board 
and President, Royal Street 
Corporation 1,2,3,5. 

Edward R. Telling 
Former Chairman of the Board 
and Chief Executive Officer 
1,2,5,6,7. 


Corporate Officers 

Edward A. Brennan 

Chairman of the Board and 
Chief Executive Officer 
Richard M. Jones 
President and 
Chief Financial Officer 
Henry D. Sunderland 
Senior Vice President, 
Corporate Administration 
Randolf H. Aires 
Vice President, 
Governmental Affairs 
Robert F. Gurnee 
Vice President and 
Corporate Treasurer 
Charles W. Harper 
Vice President and Secretary 


Philip M. Knox, Jr. 

Vice President and 

Corporate General Counsel 

David P. Norum 

Vice President, Corporate Taxes 

Charles J. Ruder 

Vice President, Corporate 

Public Affairs 

William E. Sanders 

Vice President, Corporate 

Personnel and Employee 

Relations 

Allan B. Stewart 

Vice President, Corporate 

Planning 

John S. Vivian 

Vice President and 

Corporate Comptroller 


Committee Assignments Key: 

1. Member of Executive Committee 

2. Member of Finance Committee 

3. Member of Compensation Committee 

4. Member of Audit Committee 

5. Member of Nominating and Proxy Committee 

6. Member of Public Issues Committee 

7. Member of Pension Funds Committee 
* Chairman of Committee 
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Annual Meeting 

The annual meeting of the 
shareholders of Sears, Roebuck 
and Co. will be held in the Ohio 
Theatre—a national historic 
landmark and the official theatre 
for the State of Ohio—at 39 East 
State Street, Columbus, Ohio 
43215 on Wednesday, May 14, 
1986, at 9:30 a.m., Columbus 
time. 

Registrar 

Morgan Guaranty Trust Company 
of New York 

Auditors 

Touche Ross & Co. 

Chicago, Illinois 


Investor Information 

This annual report contains 
selected information included in 
the company’s 1985 annual report 
on Form 10-K filed with the 
Securities and Exchange 
Commission. 

The following are available upon 
request, without charge: 

• 1985 Sears. Roebuck and Co. 
10-K report; 

• audio-cassette tape of the 
company’s 1985 annual report 
for use by the visually impaired; 

• a copy of the annual report of 
The Sears-Roebuck Foundation. 

Inquiries and requests regarding 
the annual report and other 
materials should be addressed to: 
R. P. Greer 
Assistant Treasurer 
Department 962 
Sears, Roebuck and Co. 

Scars Tower 
Chicago, IL 60684 
312-875-1466 


Transfer Agent/Shareholder 
Records 

For information or assistance 
regarding individual stock 
records, transactions, dividend 
reinvestment accounts, dividend 
checks or stock certificates, 
contact: 

Sears Shareholder Services 
Department 962 
Sears, Roebuck and Co. 

Sears Tower 
Chicago, IL 60684 
312-875-6705 

Morgan Guaranty Trust Company 
of New York 

Stock Transfer Department 
30 West Broadway 
New York, NY 10015 
212-587-6467 







Sears , Roebuck and Co. 

Sears Tower. Chicago, Illinois 611684 



